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How Large Stores Measure 
Employee Sales Productivity 


Research Reveals New Combinations of Old Methods 


DAVID J. RACHMAN AND ROBERT J. ROBICHAUD 


Research Manager and Research Assistant 
New York University School of Retailing 








This article is based on a research survey conducted in the spring 
of 1960 by graduate students of the New York University School 
of Retailing as part of their regular training in retail research. The 
research committee consisted of David Bradenburg, chairman, 
Diane Louise Carlson, Sherman F. Neff, and Thomas A. Taylor, 
Mr. Rachman and Mr. Robichaud supervised the research project; 
Sallie Sewell assisted in writing this report. 








Merchants regard many methods of 
measuring sales productivity as inade- 
quate. Some are exploring new meth- 
ods and others are trying unusual 
combinations of old methods. The ex- 
perimenters remain in the minority, 
however. 

These were the major findings of a 
study conducted last spring by gradu- 
ate students in the Research Division 
ot the New York University School of 
Retailing. The major objectives of the 
survey were to determine: (1) how 


large departmentized stores measure 
the productivity of salespeople, (2) how 
they appraise their methods, and (3) 
what steps they are taking to improve 
methods. 

Personal interviews were conducted 
in 24 departmentized stores and the 
main office of a large national chain. 
Among the 25 stores surveyed, the 
average employed 287 full-time sales- 
people. The interviewers talked first 
to a top executive of the firm, who 
referred them to the person assigned 
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to measure productivity. He in turn 
answered opinion questions and sup- 
plied factual data. 

Varied forms of opinion questions 
indicated the relative importance as- 
cribed to selling versus nonselling du- 
ties in the various stores. Other opinion 
questions covered reasons for adopting 
a particular method of measuring pro- 
ductivity and an estimate of its value. 
Factual questions covered sales pro- 
ductivity methods, plus a description of 
the times and conditions under which 
certain ratings are sought. 

A final revealing brace of questions 
included: (1) Is your store currently 
experimenting in the measurement of 
salesclerks’ productivity?’ (2) What 
do you do when a salesclerk is con- 
sistently unproductive ?” When the last 
two answers were cross-tabulated, they 
revealed a disturbing discrepancy be- 
tween theory and practice. Such dis- 
crepancies—like the poor and taxes— 
are always with us. It is the degree of 
discrepancy that warrants attention. 


Summary of Findings 


As expected, each store used some 
measurement of the productivity of 
its regular full-time salespeople. As 
is shown in Table I, twenty out of the 
twenty-five stores also measure their 
part-time salespeople. Nine out of the 
twenty-five apply measurements to full- 
time seasonal salespeople. 

Of the twenty-five reporting stores, 
over half or thirteen use selling costs 
as one of their methods of measuring 
sales productivity. (See Table II.) Sell- 
ing cost is defined as the amount of 
compensation that a salesclerk receives 
expressed as a per cent of his total sales 


volume. For example, a clerk who 
earns $100 a week and sells $1,000 
worth of merchandise per week has a 
10 per cent selling cost. Another clerk, 
who earns $50 a week and sells $5,000 
worth of merchandise, has a 1 per cent 
selling cost. 

This method of comparing sales per- 
formance on a percentage basis was the 
most widely used method among the 
stores surveyed. Sometimes it is com- 
bined with other methods, however. 
Eleven stores reported using sales vol- 
ume per person and total volume as a 
supplementary cross-check. 

The third most widely used way of 
measuring productivity is the “trans- 
action” method. This might be de- 
scribed as exposure to sales opportuni- 
ties in relation to the number of com- 
pleted sales opportunities. 

Few stores deviated to any signifi- 
cant degree from these techniques. 
Some raised questions about their 
validity, however. One said that under 
the so-called “selling cost” method of 
measurement, a high-salaried employee 
of long standing with the company will 
have to meet a high quota to compete 
with the selling cost ratio of the newer 
salesperson. As an alternative measure- 
ment, this store suggested using dollar 
volume as the criterion. They use this 
system themselves. 

Once a year salespeople in a depart- 
ment are compared against a standard 
of performance based on the record of 
the salesperson producing the highest 
sales volume. In some cases the person 
with the highest rate may set a pace 
that outdistances the others so far that 
the store has to use the second ranking 
person as a more equitable standard of 














MEASURING PRODUCTIVITY 3 


TABLE I 


The Number of Stores Measuring 
the Productivity of Full-Time, 
Part-Time, and/or Full-Time 


Seasonal Sales Employees 

Full- 

Measured time 

Produc- Full-time Part- Sea- 

tivity Regular time 1 sonal 2 

POS. wicedwaes 25 20 9 
|| REE Seo 0 5 16 
Total ... 25 25 25 


1 Part-time employees include all sales personnel 
working less than thirty hours a week on a twelve 
month basis. 

2 Full-time seasonal employees include all sales 
personnel working more than thirty hours a week, 
but employed only to meet exceptionally heavy de- 
mands at peak selling periods. 


TABLE Ill 


Number of Stores Measuring the 
Effect of Nonselling Duties on 
the Over-All Productivity 
of the Salesclerk 


Do You Measure Number of 
Nonselling Duties Stores 
Wah on aa loca sawasntvnranedeeees 11 
TOG De Graken kein beinc ceuee bolas be 11 
No Nonselling Duties............... 3 
PORN ili Seah et 25 


performance. A salesperson achieving 
90 to 100 per cent of this standard is 
considered excellent ; 80 to 89 per cent 
good; 75 to 79 per cent satisfactory ; 
70 to 74 per cent below standard; less 
than 70 per cent unsatisfactory. 

Four stores reported that they do not 
use any statistical measurements. They 
depend on the supervisors’ opinion of 
employees as an indication of the pro- 
ductivity of salespeople. The criteria 
used by supervisors in forming their 
opinion were not made clear. 
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TABLE Il 


Methods Used by Stores to Measure 
the Productivity of Regular 


Full-Time Sales Employees 
Number of 
Method Used Stores 
SN CUD 5 navn vic wee eentesas ceee 13 
Total Dollar Volume................ 8 
Opinion and Observation of Super- 
OE RARE EAE ERO ee pe PN, Loewe 4 
Average Sales .................0005 3 
CEO ono. esiss ces dievceveees 3 
eee meee eee yee 3 
RP Soba sa diidescteanae oe eee we 1 
DOME Ra euks aah s cdien Rae 35* 


* Since some stores used more than one method 
this figure is greater than the total of stores in the 
study. 


TABLE IV 


Nonselling Duties Full-Time Sales 
Employees Are Expected to 


Perform 
Per Cent 
Number of of Total 
Stores Stores 
a re 20 83 
General Housekeeping .... 15 63 
PO Soc ree eetis 13 54 
General Stock Work...... 20 83 
Clerical Work ........... 5 20 
Cashiering for Sales (other 
than their own)......... ie 8 
Wrapping for Sales (other 
than their own)......... 1 4 


Nonselling Duties 


Stores participating in the survey 
were asked, “In evaluating the pro- 
ductivity of salespeople, how do you 
measure nonselling duties ?” 

About 50 per cent of the stores inter- 
viewed answered that they make no 
attempt to measure nonselling duties, 
though the performance of nonselling 
duties is a requirement. (See Tables 


III and IV.) When asked what non- 
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selling duties they expect a full-time 
salesperson to perform, over 80 per 
cent answered general stock work ; over 
80 per cent said they expect salespeople 
to handle exchanges ; and over 60 per 
cent said they expect salespeople to do 
general housekeeping ; and three others 
listed additional miscellaneous duties. 
(See Table IV.) The stores that do 
measure nonselling duties usually base 
their evaluation on observations by de- 
partmental supervisors. 


Frequency of Measurement 


Stores vary widely in the frequency 
with which they measure the produc- 
tivity of salespeople. Over half of them 
measure productivity on a monthly or 
weekly basis. A little under half noted 
that productivity is measured on a 
quarterly, semiannual, or annual basis. 

There seemed to be no established 
pattern of measurement for part-time 
or seasonal part-time workers since 
most are hired only for short periods 
of time. Most pointed out that a pro- 
ductivity study of part-time salespeople 
is usually made upon termination of 
employment. This is done with the 
intent of forming the basis for a de- 
cision on future rehiring. 

Stores were asked if the method they 
were currently using to measure pro- 
ductivity was “completely satisfac- 
tory.” Seventeen of the twenty-five 
stores said they were completely satis- 
fied. Of these seventeen, however, five 
reported that they were experimenting 
in new methods of measuring sales 
productivity. (See Table V.) 

In further detailed interviewing, the 
five stores that are experimenting de- 


scribed their various methods. One 
store makes use of the employment 
interview to ask new employees about 
methods for determining sales produc- 
tivity at their job. Personnel directors 
also talk to people concerned with pro- 
ductivity measurement in other firms 
to evaluate the employee productivity 
measurements used there. Still others 
concentrate their job analysis efforts 
on studying the salesperson in order to 
observe his expenditure of time. Some 
report that experimentation and intro- 
duction of self-selection and service 
techniques can improve a firm’s pro- 
ductivity but also increase the difficulty 
of evaluating individual efforts. 

Of twenty-five stores answering the 
question, “What division is responsible 
for measuring sales productivity?” 
twelve named the personnel division. A 
number noted that no one person is 
completely responsible and that evalua- 
tion is done on a group basis. In four 
cases, the personnel division works 
closely with the merchandising control 
division. 

The final question was, “What do 
you do when a salesperson is unpro- 
ductive?” One store stated, “Action 
taken is dependent on consideration 
of all factors: length of service, age, 
health, etc.” Another described efforts 
to determine if the problem is a result 
of (1) personal problems, (2) lack of 
training, or (3) lack of interest. 

Most stores reported some effort to 
get at the crux of the problem from 
the employee’s viewpoint. Following 
an interview on the matter of inade- 
quate productivity, they often transfér 
a salesperson to another department, 
or more often to a nonselling area. 
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TABLE V 
Frequency of Measurement of Pro- 
ductivity of Sales Employees 
Number of 
Frequency é Stores 
Monthly or Weekly................. 13 
errr er? Corer er 5 
PUNO, os 5s Sek ctkee ones 5 
NE = ones ohcnnscccee ae onseee 2 
POE ak abe das cowcnderepes es 25 
TABLE VII 


Stores Experimenting in the Meas- 
urement of Salesclerks’ 


Productivity 
Experi- Number of 
menting Stores 
MMT. eas oc cane Gaseous bee Se ea ee Aes 7 
OD Wiesiusls cnawine deaths eo eueee els 18 
oo) URES Skier banana oat 25 


Only three stores mentioned retraining 
of the salespeople involved. Other 
stores said that continuous low pro- 
ductivity could involve discharge, but 
emphasized that they took this action 
only as a last resort. 


Conclusions 


Our study indicated that few stores 
depart significantly from the estab- 
lished methods of measuring produc- 
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TABLE VI 


Division Assuming Responsibility 
for Measuring Employee 


Productivity 
Division =" 
WU 5. s.0's és bacueueseunan eevee 12 
CHINE | vives cd iaedecvsvesesiaves 2 
Store Management ..............665 4 
Group Responsibility ............... 4 
RUE eee ces bs ndcenk ccbvcssceesees 3 
Pee oe a Ualea a ee aber 25 
TABLE VIII 


Stores Completely Satisfied With 
Their Present Method 


Completely Number of 
Satisfied Stores 
Mc eons ve deedcas ca peeeeenenetee 17 
ig las ca isk sinl ow disk Hine cre eae hia 5 
TRO POO 6 io se vcsvascewnsrtecses 3 
PE es beiwanesetoarinaees 25 


tivity of salespeople. The division most 
usually held responsible for measuring 
productivity of salespeople is the per- 
sonnel division. The measurement most 
frequently used is the ratio of sales to 
salary. Yet in using this measurement, 
few stores have found a complemen- 
tary method of measuring nonselling 
duties. Many stores are experimenting 
to discover other all-round measure- 
ments or a combination of measure- 
ments. 








A Theory of Consumer Efficiency 
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What motives other than saving money cause consumers to pur- 
chase a given item in one store rather than another? How does the 
desire to save money stack up against the desire to save time and 
energy? How do consumer motives change with type of product 
sought, income level, and other variables? As today’s mobile cus- 
tomer cruises from shopping center to shopping center, each mer- 
chant must face these problems. 

In the following article the problems are explored by a scien- 
tifically trained economist who is also an experienced practitioner 
in the field of retail location. In addition to his work at the Uni- 
versity of Chicago, Professor Downs is director of the Department 
of Retail Analysis with Real Estate Research Corporation of 





Chicago. 














Trends in retail distribution are usu- 
ally interpreted as resulting from two 
forces: the profit-motivated drive for 
efficient operation by distributors, and 
a set of unrelated concrete conditions 
affecting the behavior of consumers. In 
my opinion, a more fruitful approach 
is to regard consumers also as seeking 
maximum efficiency: efficiency of con- 
sumption. By thus analyzing retail 
trends as the product of two efficien- 
cies, it is possible not only to help ex- 
plain postwar changes in the structure 
of retailing, but also to predict some 
likely future changes. 

Specifically, this theory of consumer 
efficiency indicates that the following 


retail developments will become more 
and more prominent in the near future: 


1. Wider use of credit for all 
types of purchases, including 
food. 

2. Extension of high-volume, 
high-quality, discount-type op- 
erations into a greater variety 
of retail lines. 

3. Joint operations of such dis- 
count outlets with food, drug, 
and other convenience goods 
facilities—all under one roof 
and one management. 

4. Operation of all types of retail 
outlets during evenings and for 
longer periods on weekends. 


Admittedly, these forecasts contain 
no startling revelations; the develop- 











CONSUMER EFFICIENCY 7 


ments they describe are already well 
under way. However, the fact that 
these developments can all be deduced 
from one simple hypothesis is signifi- 
cant, since it tends to verify the hy- 
pothesis. If the hypothesis is true, then 
it may be a fruitful source of non- 
obvious forecasts when applied to fu- 
ture changes in the parameters * of re- 
tail markets. This article first sets forth 
the theory, then uses it to analyze post- 
war retailing trends, and finally seeks 
to extend its application into the future. 


Varied Consumer Motives 


The central hypothesis of this theory 
is that consumers seek to minimize the 
costs of consumption. The basic costs 
of consumption are money, time, and 
energy. These elements are sacrificed 
in the process of shopping in the fol- 
lowing forms: 


Money: 1. The cost of goods 
purchased. 

2. The cost of transpor- 
tation used, including 
parking fees. 

3. Any income foregone 
by using time shop- 
ping. 

Time: 1. Time traveling be- 
tween home and place 
of shopping, including 
time spent parking. 

2. Time spent moving 
from the car (or other 
transportation) to 
stores and back, and 
from store to store. 

3. Time selecting and 
paying for goods in 
each store. 


1 This technical term indicates the basic structural 
factors which underlie a market, such as technology, 
cultural influences, and age distribution of the popu- 
lation. 
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Energy: 1. Basic energy, which is 
simply energy spent 
during any normal pe- 
riod, and is directly 
proportional to the 
amount of time in- 
volved. 

2. Extra energy ex- 
pended carrying pack- 
ages, taking care of 
children while shop- 
ping, or in frustration 
because of fighting 
traffic, difficulty park- 
ing, waiting in lines, 
etc. 

These costs are not of the same rela- 
tive importance to all consumers, or to 
any one consumer at every moment or 
concerning all types of shopping. 
Nearly all consumers regard time as 
more important than money concerning 
low-cost, standardized items (e.g., 
chewing gum), and money as more 
important than time concerning high- 
cost items (e.g., automobiles). Be- 
tween these extremes the relative im- 
portance of each type of cost varies 
tremendously, depending upon (1) con- 
sumer income, (2) specific prices, (3) 
degree of standardization (standard- 
ized items require less time for com- 
parison and product study), and (4) 
the time-pressure under which par- 
ticular consumers act. Some people 
with much leisure but low incomes are 
willing to give up time to save money ; 
others with high incomes but crowded 
schedules are willing to give up money 
to save time. 


~~, 


The Mobile Consumer 


Because of the tremendous increase 
in automobile ownership in the postwar 
period, there has been a marked change 








8 JOURNAL OF RETAILING 


in the structure of consumption costs. 
As is well-known, the automobile : 


1. Increases the speed of con- 
sumer movement. 

2. Frees consumers from reliance 
on fixed transportation routes. 

3. Increases consumer load-carry- 

4 

5 


ing capacity. 
Raises the money-cost of trans- 
portation per person per mile.” 

. Creates costs involving storage 
of the automobile at each end 
of the journey. 

Indirectly, the automobile also had 
another tremendous impact on the costs 
of consumption: it made possible the 
dispersion of homes over wide areas 
at low densities. Thus, in the postwar 
period, consumer population not only 
grew, but also expanded over an area 
much larger than it would have occu- 
pied at the higher densities typical of 
prewar cities. 

Two other postwar changes have 
markedly influenced the costs of con- 
sumption: rising real incomes and 
changes in time pressure. Whereas real 
incomes rose for almost all consumers, 
time pressures moved in conflicting di- 
rections. The long-term trend toward 
greater leisure over the life-span of 
each person continued, as expressed in 
longer schooling, longer vacations, 
shorter work weeks, more holidays, and 
earlier retirement. But these increases 
in leisure were partly offset by the 
greater number of women working full 
or part time, and the greater amount 
_ of time required by routine activities 

in low-density residential areas. Sub- 
urban living requires more time than 
city living for simple transportation 
because of larger families and greater 


2 This cost rises unless several shoppers are car- 
ried at once, which is unusual. 


involvement in community activities. 
Thus, in spite of the over-ali rise in 


_ leisure, many consumers found them- 


selves under greater time-pressure than 
ever; hence time became relatively 
more valuable to them. 


Consumption Variables 


All costs of consumption are vari- 
ables in the long run. However, in the 
short run—that is, for each shopping 
trip——some can be considered minimal, 
“fixed” costs, and others optional, 
“variable” costs. The fixed costs are 
those uses of money, time, and energy 
that are necessarily incurred on any 
trip. Examples for car-driving con- 
sumers are the costs involved in enter- 
ing and leaving the car, maneuvering 
it into a parking space, and loading and 
unloading. The best way to minimize 
the total cost of shopping is to spread 
these fixed costs over a large “quantity” 
of shopping—in other words, to get as 
much done per trip as possible. This 
reduces the number of trips needed in 
any given time period, and therefore 
maximizes the efficiency: of consump- 
tion. 

There are two ways to increase the 
“quantity” of shopping done on a given 
trip; make the trip last longer and 
make more efficient use of each hour 
spent shopping. For most shoppers, 
the length of each trip is limited by 
certain particular factors operating at 
a given moment; e.g., the need to get 
children home for lunch, or to go back 
to work. Thus most shopping trips are 
started with a preconceived time limit 
in the mind of the shopper. This re- 
duces the major variable on most trips 
to the efficiency of time-use. 
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Another way to look at this problem 
is to consider the consumer as having 
a certain “capacity to consume” on each 
trip, depending upon the amount of 
time he or she can spend on that trip. 
Since the trip involves certain fixed 
costs, the degree to which the capacity 
of this trip is actually utilized depends 
on how efficiently the consumer can 
minimize the variable costs of con- 
sumption per unit of “quantity of shop- 
ping.” Insofar as these costs are not 
reduced to the lowest level that is tech- 
nically possible, the consumer has a 
certain excess shopping capacity. For 
example, a woman who buys groceries 
in a supermarket and then later makes 
a separate trip to buy toothpaste at a 
drugstore had an excess capacity when 
she arrived at the supermarket. If 
toothpaste had been available there, she 
could have bought it on the first trip 
with a much lower total cost per “unit 
of quantity” purchased. A basic axiom 
of the theory of consumer efficiency is: 
consumers seek to reduce their excess 
shopping capacity as much as possible, 
thus minimizing the costs of con- 
sumption. 


Reducing Unit Costs 


Like all efficient decision makers, 
consumers tend to minimize costs per 
unit of output—not just costs con- 
sidered by themselves. The “units of 
output” produced by the process of 
shopping are difficult to define pre- 
cisely, but they consist of the following 
basic elements : 

1. The goods purchased. 

2. Information obtained which 

improves the consumers’ ability 


to make future purchases (e.g., 
a car buyer may make a trip 
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on which he looks at many 
automobiles without buying 
any, but he gains information 
that is useful in his further 
shopping). 

3. Pleasure received from the 
process of shopping itself, such 
as enjoyment from looking at 
merchandise not purchased, 
from making a trip away from 
home, and from socializing 
with friends encountered at 
stores, or feelings of status de- 
rived from shopping in “qual- 
ity” stores. 

The more such “returns” are re- 
ceived on a given shopping trip, the 
more costs a consumer is willing to 
bear to obtain them. Thus a woman 
may patronize the more distant of two 
nearby shopping centers (even if the 
goods in both are identical), if the 
farther one has more prestige, is more 
attractively laid out, and is more likely 
to be patronized by her friends. Her 
behavior is perfectly consistent with 
the theory of consumer efficiency as 
long as the increased returns she re- 
ceives by going to the farther center 
outweigh the increased costs of doing 
so. Thus consumers tend to minimize 
the net costs of consumption by maxi- 
mizing the amount of “output” re- 
ceived per “unit” of cost (within the 
limits imposed by their incomes). 


Intelligent Wooing of the Consumer 


The retailer who understands these 
consumer variables then considers what 
he can do as an individual merchant, or 
shopping center owner, to attract the 
largest and most profitable clientele. 
Working within the limitations im- 
posed by the relative costs of labor, 
land, capital, and management, he seeks 
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to discover (both by trial and error and 
by advance planning) what kinds and 
patterns of outlets will win him cus- 
tomers. And how does he do this? 
By minimizing, of course, the money, 
time, and energy his prospects must 
surrender in order to buy goods. 

Specifically, each of the major post- 

war retailing trends can be analyzed as 
a method of reducing net consumption 
costs. As examples, take the following : 

1. The outlying shopping center 

minimizes net consumer cost in several 
key ways: 

a) It reduces the cost of parking 
by providing uncongested park- 
ing spaces close to desirable 
stores without any direct charge 
to the consumer. 

b) It reduces the time of movement 
between stores by grouping com- 
patible stores adjacent to each 
other. 

c) It reduces the cost of movement 
between home and stores by plac- 
ing a wide variety of goods much 
closer to the consumer than the 
old downtown area. 

d) It increases the pleasure of shop- 
ping by providing a modern, at- 
tractive, and aesthetically ho- 
mogeneous atmosphere. 


2. The high-volume unit in conven- 
ience goods lines (especially food, 
drugs, and liquor) lowers prices with- 
out lowering total profits by: 

a) Allowing the economies of mass 
purchasing and mass distribution 
possible in large firms. 

b) Serving a much larger number 
of customers to compensate for 
lower mark-ups. 


3. The tendency to combine tradi- 
tionally separate goods lines in one unit 


(such as drugs in grocery stores and 
hardware in drugstores) cuts the need 
for consumers to visit several stores. 

4. Self-service reduces prices by al- 
lowing distributors to minimize their 
labor costs per quantity of goods 
handled. Since labor costs have risen 
sharply in the postwar period, this 
method of aiding consumer efficiency 
has been extremely important. 

5. The tendency to stay open eve- 
nings and on week ends increases con- 
sumer efficiency in four ways: 


a) It allows the entire family to 
shop together, thus achieving 
maximum shopping per trip. 

b) It provides convenient access to 
stores for working men and 
women. 

c) It allows one-car families to use 
their automobiles for shopping as 
well as transportation to work. 

d) It allows one parent to baby-sit 
while the other shops if children 
cannot be taken shopping. 


Because all of these features, reduce 
the cost of consumption, those distribu- 
tors who have adopted them have won 
customers away from those who have 
not. Starting with grocery distribution, 
spreading through drugs and depart- 
ment stores, and now moving into ap- 
pliances and miscellaneous soft goods, 
these efficiency characteristics have 
formed the “retail revolution” simply 
by making it easier and cheaper—in 
money, time, and energy—for con- 
¢ mers to shop. 


Effects of the “Retail Revolution” 


Continuous introduction of such new 
ways of making shopping more efficient 
causes an almost uninterrupted dis- 
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equilibrium in retail markets.* In 
theory, there is a fixed number of retail 
units in each line of goods that can 
most efficiently service a given market 
at any particular moment. If more 
units than this number exist, profits 
fall and some merchants are driven out 
of business; if fewer exist, profits are 
high and more units are attracted into 
the area. Thus, in either case, compe- 
tition brings about an equilibrium re- 
garding the number and type of units 
in each market. 

Traditionally, this equilibrium is es- 
tablished at the most profitable balance 
between two opposing tendencies: (1) 
the desire of each retailer to get as 
close to his custor 2rs as possible, 
thereby cutting off his competitors ; and 
(2) his desire to serve as many cus- 
tomers as possible so as to attain an 
efficiently high volume. A similar bal- 
ance between conflicting forces exists 
on the consumer side of the market. 
Consumers want stores as close to them 
as possible, but they also want the low 
prices of high-volume units and the 
convenience of large numbers of dif- 
ferent stores clustered together in one 
spot. On both sides of the market, the 
first-mentioned tendency increases the 
number of units until the second tend- 
ency checks it; hence equilibrium ex- 
presses a compromise between these 
forces. 

Because American cities have always 
been extremely dynamic, with constant 
changes in population and tremendous 
internal migration, no state of perfect 
equilibrium has ever been established. 


8 Much of the reasoning in this section is based 
on the analysis introduced by Robert Triffin in Mo- 
nopolistic Competition and General Equilibrium The- 
ory (Cambridge: Harvard University Press, 1940). 
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But in the postwar period, two specific 
forces have operated to keep nearly 
every market in disequilibrium. First, 
almost every change in the technical 
conditions of consumer efficiency has 
increased the size of the ideal unit. 
Thus the equilibrium number of units 
serving a given population has con- 
stantly shrunk, and the ideal units have 
changed qualitatively from small op- 
erations to huge, high-volume outlets. 
This tendency has powerfully squeezed 
smaller units in established neighbor- 
hoods, driving many out of business. 

On the other hand, consumer popu- 
lation has grown rapidly, spreading 
into suburban areas previously only 
sparsely settled. This mushrooming of 
new markets created an opposite type 
of disequilibrium: “vacuums” into 
which alert retailers have rushed—and 
are still rushing—with new units. Since 
these units are designed under the 
latest technical conditions, they are 
usually high-volume unics from the 
start. 

As long as there are no new technical 
changes regarding consumer efficiency, 
competition drives retailers toward an 
equilibrium position in each market— 
even in the new “vacuum” markets 
now springing up in suburbia. But 
each technica! change alters the nature 
of the ideal unit, thereby changing both 
the equilibrium number of units in a 
given area and the character of each 
“optimal” unit. Thus technological in- 
novations that increase consumer ef- 
ficiency constantly render the latest unit 
somewhat obsolete, and older units 
totally obsolete. These innovations cre- 
ate new opportunities for the retailers 
who invent or rapidly adopt them, but 
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severely threaten those who stick to 
older merchandising methods. 


Recommendations 


The foregoing analysis indicates that 
the best way to predict the future 
course of retail operations is to discover 
how consumer efficiency can still be im- 
improved. Retailers who make such im- 
provements can create “market room” 
for themse!,es even in areas that ap- 
pear to have reached equilibrium. These 
innovations change the meaning of 
equilibrium and establish “qualitative 
vacuums” in apparently well-served 
areas. 

There are at least three important 
ways in which consumer efficiency can 
be improved: 


1. Wider use of credit, particularly 
the kind that allows a consumer 
to charge several types of pur- 
chases to one account and pay for 
all of them with one payment. 

2. Extension of the principle of 
high-volume, low-markup opera- 
tions (including self service) to 
such lines a& appliances, soft 
goods, hardware, gifts, records, 
and furniture. In other words, 
discount house merchandising 
methods may be applied in mod- 
ern, well-designed, “quality” out- 
lets. 

3. Joint operation of such improved 
discount houses under the same 
roof and the same management 
with convenience goods opera- 
tions like supermarkets, drug- 
stores, and liquor stores. 


Each of these developments makes 
possible significant gains in consumer 
efficiency. Such gains become particu- 
larly striking when the innovations are 


all made at the same time. For ex- 
ample, considet a large park-and-shop 
development with 100,000 square feet 
of net sales area, all under one roof, 
containing a discount house with hard- 
ware, large and small appliances, house- 
wares, sporting goods, and soft goods; 
a drugstore selling liquor and variety 
goods; and a full-line supermarket. 
These operations are all under one 
ownership, have self-service, are open 
until 10 p.m. every night, grant credit 
on a unified account basis, and are in a 
high-traffic location. A consumer uti- 
lizing this integrated outlet gets the 
following increases in efficiency com- 
pared to a standard shopping center : 


1. She pays lower prices, since the 
high volume generated by such a 
unit allows lower markups on the 
convenience goods than in most 
neighborhood convenience cen- 
ters. Also, the discount house 
would have lower prices than 
comparable units in conventional 
regional centers. 

2. She can get these lower prices 
on many lines in one convenient 
location, instead of going to 
the out-of-the-way spots in 
which discount houses were orig- 
inally located, and then patroniz- 
ing a separate convenience goods 
center. 

3. She reduces the time and energy 
spent going from store to store. 
In bad weather, this small ad- 
vantage can become significant, 
since she will not have to go 
outside. 

4. She is able to buy more lines of 
goods on credit. This reduces 
cash handling, makes record keep- 


(Continued on page 50) 
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Price Variations Among Discount 
Houses and Other Retailers 


A Re-Appraisal 


ALLEN F. JUNG 
University of Chicago 


During most of the 1940’s retailers 
did not have to be concerned with price 
competition, since many goods were in 
short supply. As these shortages dis- 
appeared, it was only natural that price 
competition would return. Many deal- 
ers in durable goods, accustomed to a 
period of selling merchandise at list 
price, were slow to reduce markups and 
lower prices. The discount house took 
advantage of the situation and through 
its willingness to accept lower mar- 
gins, captured a sizable share of the 
market in many lines. 

Many “legitimate” retailers looked 
upon discount houses at first as unfair 
competition. Attempts were made 
through manufacturers and distribu- 
tors to cut off their source of supply. 
Many predicted that if the discount 
house were not eliminated, “legitimate” 
retailers would be forced to discontinue 
many durable goods. As of 1960, re- 
tailers other than discount houses still 
carry almost every type of durable 
goods and capture a considerable share 
of total sales in many lines. Evidently 
a number of them compete effectively 
with the discount house on a price 
basis. 
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Purpose of Study 


The present study was designed to 
investigate price differences among dis- 
count houses and other retailers. The 
major purposes were to measure dif- 
ferences in price among these organiza- 
tions and to examine the relative price 
level for durable goods in major cities. 
Comparisons over a period of time 
were to be made among retailers in 
Chicago, Illinois, where data had been 
collected in 1955 and 1958. 

Discount houses were found to offer 
significantly lower prices than other 
retailers, but the amount of difference 
was less than many might expect. 
There were differences in the price level 
among the nine major cities where 
dealers were shopped. In Chicago, 
prices quoted by nondiscounting re- 
tailers were nearer to discount house 
prices than they had been in previous 
years. 


Interviewing Procedure 


The item selected for price research 
was an automatic washing machine. 
The prices obtained at every outlet in- 
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cluded delivery, normal installation, 
and free parts and service for one year. 

Prices were obtained by personally 
shopping washing machine dealers. The 
author posed as a prospective purchaser 
and used the same standardized ap- 
proach and shopping procedure with 
all buying contacts. The shopper made 
it clear that he was primarily interested 
in price and that he had not received 
any previous price quotations.? He did 
not use bargaining or any other device 
to attempt to lower the price originally 
quoted by the dealer. The interviewer 
was willing to pay cash, but also in- 
quired about credit terms. No dealer 
offered different prices for cash and 
credit transactions. 


The Sample 


Washing machine dealers in the 
following cities were shopped: Bos- 
ton, Massachusetts; Chicago, Illinois ; 
Cleveland, Ohio; Denver, Colorado; 
Detroit, Michigan; New York, New 
York; Pittsburgh, Pennsylvania; St. 
Louis, Missouri; and San Francisco, 
California. In each city retailers sell- 
ing automatic washing machines were 
stratified into four groups: discount 
houses, department stores, large-vol- 
ume dealers (other than the above), 
and small-volume dealers. The pattern 
followed in each city was to check 
prices in all department stores, four 
discount houses, two large-volume deal- 
ers, and two small-volume dealers. In 
New York City, all shopping contacts 
were confined to Manhattan. In Chi- 


1 Installation near sanitary tubs, where hot and 
cold water were available. 

2It was felt that disclosing previous price: quota- 
tions might bias the price given by a retailer. 


cago, ten discount houses, including five 
large-, and five small-volume dealers, 
were shopped, as well as all department 
stores. Additional Chicago dealers were 
contacted so that more valid compari- 
sons could be made with data compiled 
in 1955 and 1958. 

The general procedure was to price 
two different brands of washing ma- 
chines at every outlet, although some 
dealers handled only one brand. The 
most expensive 1960 models (without 
suds-saver) were priced on every con- 
tact. An attempt was made to rotate 
the brands priced among General Elec- 
tric, Speed Queen, Maytag, and Norge. 
However, all dealers did not carry two 
of these brands, and prices were ob- 
tained at some outlets on RCA Whirl- 
pool, Frigidaire, Philco-Bendix, and 
Kelvinator. An earlier study showed 
that dealers made no attempt to vary 
prices by brand.’ In all, 197 prices 
were obtained : 53 at department stores, 
70 at discount houses, 39 at large-vol- 
ume outlets, and 35 at small-volume 
outlets. All contacts were complet2d 
between December 1959 and March 
1960.. Within a given city, all prices 
were obtained within a_ three-day 
period. 


Findings 


There were considerable price varia- 
tions on the automatic washing ma- 
chine at all outlets (see Table I). 
Discount houses offered significantly 
higher discounts (lower prices) than 
did the other classes of retailers. Al! 

8See Allen F. Jung, ‘Price Variations on Auto 
matic Washing Machines in Chicago, Illinois, 


Among Different Types of Retail Outlets, Journal 
of Business, October 1958. 
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TABLE I 

Discounts on Automatic Washing Machines in Percentage from List Price 
Standard 
Mean Deviation Median Range 

Discount Houses ............eeeeeeeeees 28.2 4.3 29.4 14.6-36.5 
Department Stores ...........ceceeeeeees 23.4 4.8 23.2 15.0-35.2 
Large-Volume Outlets .............0000 25.1 5.1 25.5 10.5-33.5 
Small-Volume Outlets .................. 23.0 6.3 23.6 7.5-32.5 
GUAT END Sic nde ae kiss dass 5s sev ede’ on 25.3 5.4 25.6 7.5-56.5 

TABLE II 


Average (Mean) Discounts on Automatic Washing Machines in Chicago, 
Illinois, in Percentage from List Price 


SOUR TRON ess sake sbeleweseiss aes 
All Outlets Except Discount Houses.......... vr 
Department Stores ........c.cccccccccesceces 
Large-Volume Outlets ............eceeeeees 
Small-Volume Outlets ...............000eee 
UNS II oi 60s w ss oss Cade Sob yeaa aw aa wae 


1955 1958 1960 
iat 25.5 29.5 30.0 
aes 20.0 26.0 27.0 
ake 18.6 25.9 26.3 
caeas 21.8 27.3 28.7 
peak 19.3 24.9 25.7 
err 23.1 27.9 28.07 


1 This percentage is lower than might be expected, because the sample for 1960 included proportionately 


fewer discount houses than the two previous samples. 


prices have been shown in terms of 
percentage discount from list price, 
since all washing machines did not have 
the same list price, and a given auto- 
matic washer did not carry an identical 
list price in all cities, presumably be- 
cause of freight differences. 

The discount house, on the average, 
offered a discount that was 3.1 per 
cent greater than large-volume outlet, 
4.8 per cent greater than department 
stores, and 5.2 per cent greater than 
small-volume outlets. The price advan- 
tage in favor of the discount house is 
not so great as might be expected. The 
size of discounts offered at department 
stores and small-volume outlets is es- 
pecially noteworthy. The modal list 
price for all washing machines was 
$399.95. Based on this price, the dis- 
count house offered the consumer an 
average price saving of $12.40 over 
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the large-volume outlets, $19.20 over 
the department stores, and $20.80 over 
the small-volume outlets. 

The standard deviations show that 
there were substantial price variations 
among each of the four groups. This 
suggests that the consumer can benefit 
from shopping more than one dealer 
and different types of dealers. The, 
range shows that discount houses of- 
fered as little as 14.6 per cent discount, 
while some dealers in each of the other 
three categories offered discounts over 
30 per cent. 

In Chicago the price differential be- 
tween discount houses and other out- 
lets has been narrowed considerably 
since 1955 (see Table II). In 1955, 
the difference in discount offered by 
discount houses and other retailers was 
5.5 per cent (25.5 per cent vs. 20.0 per 
cent) ; by 1958, the differential was 3.5 
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TABLE Il 


Discounts on Automatic Washing Machines in Selected Cities in Percentage 
from List Price 


Mean 

Fa RE SE ee: gee RR aRES YH 24.7 
SU SEMIN cas sah Cim ds so 5050 000% 29.8 
PRIS 5 Ss 50nd bbe p.0secas ved 24.0 
TUTE. icc ci oe eedanksas des 26.4 
Chicago ..... oes AO pers See kaa 28.0 
RN ND cas divs ctanenaebed 19.5 
SURE fai, Din eS ian ee dchases bod 0 4RS 24.5 
i NE ina dbo es oo Shee eds esake 24.7 
Total Midwest ............0005 25.2 
NOE se eee ns ss ea oe 23.4 
a onc ke dekbocpews 23.6 
Total West ........000eeeeeeee 23.5 


eS ee ey ea ae een 25.3 


per cent (29.5 per cent vs. 26.0 per 
cent) ; in 1960 it was only 3 per cent 
(30.0 per cent vs. 27.0 per cent). Dis- 
count houses have increased their dis- 
counts over a period of time to combat 
increased price competition from other 
retailers. Department stores have raised 
their discounts more than any other 
group in the past five years. All de- 
partment stores were shopped at their 
main store. Prices may be lower at 
warehouse stores or during warehouse 
sales. 

Prices varied by cities as well as 
within a given city (see Table III). 
Cities in the east offered the lowest 
prices, followed by the midwest and 
the west. Cleveland dealers quoted 
highest prices, and dealers in New 
York City were lowest, followed closely 
by Chicago. The New York City study 
was limited to Manhattan, and com- 
petition might be somewhat keener 


Standard 


Deviation Median Range 
5.7 27.1 15.0-32.5 
42 30.3 18.9--36.5 
5.4 23.9 15.5-32.6 
5.4 27.5 15.0-36.5 
39 27.5 20.0-33.5 
5.9 20.0 7,5-31.0 
52 25.0 14.6-32.1 
5.9 23.9 15.0-32.6 
62 25.0 7.5-33.5 
38 25.0 15.7-29.4 
35 25.0 15.7-27.5 
3.6 25.0 15.7-29.4 
5.4 25.6 7.5-36.5 


there than in the other boroughs. No 
dealer in the west offered a discount as 
high as 30 per cent nor under 15.7 
per cent. 

Some information was obtained 
about carrying charges at various in- 
stitutions. Department stores offered 
the lowest interest rates. Discount 
houses charged about the same for in- 
stallment credit as did large- and small- 
volume dealers. The credit buyer 
should consider carrying charges as 
well as price in determining which out- 


. let offers him the least cost. 


Conclusions 


The tremendous price advantage on 
washing machines that the discount 
house enjoyed over competition ten 
years ago has been lessened consider- 
ably by the aggressive pricing policies 

(Continued on page 51) 








Can the Effect of Advertising on 
Brand Preference Be Predicted?’ 


RICHARD B. MAFFEI 
Massachusetts Institute of Technology 





How much does advertising affect the sale of competing brands in 
a supermarket? How long does the effect on customer brand 
preference endure? 

To research this problem, two brands were selected: Brand A, 
with one third, and Brand B with two thirds, of the market before 
a special advertising campaign. In the week following the adver- 
tising, 50 per cent of Brand B customers bought Brand A. But 
would the change in brand preference persist unless something was 
done to improve the quality of the product, its appearance, or its 
packaging? And how much is the staying power of the advertise- 
ment affected by improvements in product or packaging? 

Data for making these projections were collected in a six-week 





study of an advertisement’s staying power. 








This article differs from other meth- 
ods of studying advertising effects in 
that it considers the strength of com- 
petitors as well as that of the adver- 
tiser. In other words, the basic indi- 
cator of competitive strength and 
weakness used here is a Brand Pref- 
erence Index. 

Advertising can be used to create an 
experimental market environment. It 


1The research underlying this paper was under- 
taken as part of a continuing study of “Business 
Forecasting: Thecry and Practice,” which is sup- 
ported by the Sloan Research Fund of the Massa- 
chusetts Institute of Technology. 
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can keep consumer decisions fluid. Ina 
sense, it can be used to influence poten- 
tial customers to keep an open mind 
and to seek out, as time goes by, the 
ever-improved products and brands. 
Brand preferences play an extremely 
significant role in market dynamics. A 
person may have strong or weak brand 
preferences. He may always buy a 
given brand of razor blades, of soap, 
of margarine, of automobile, of coffee, 
or he may switch from one brand to 
another either in some describable pat- 
terned way or in some haphazard way. 
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Very little published quantitative work 
has been done with brand preferences 


but what little there is suggests that’ 


groups of people do have patterns of 
brand and cross-brand preferences.? 

By combining the quantitative facts 
about brand preference with some 
fairly simple probability mathematics, 
it is possible to develop ways to study 
market dynamics. Brand preferences 
are directly influenced by advertising 
activity in the short run. Sales can be 
“pulsed”; special promotions do have 
an effect. Linking together brand pref- 
erences and advertising activity with 
proper field experimentation, it is pos- 
sible to get estimates of advertising 
effectiveness. 

This article will consider various il- 
lustrations of spot advertising promo- 
tion in supermarkets. Brand preference 
indices are not based upon any particu- 
lar class of products. The properties 
of the dynamic models of competitive 
behavior can be best illustrated by sets 
of hypothetical data based in part upon 
field survey evidence. 

Three supermarkets were used in the 
test. Field survey workers collected 
information on before-and-after brand 
preference, controlling the intensity 
and timing of the advertising effort in 
the markets. Studies were made of 
estimated and actual “extra” sales re- 
sulting from the promotions. 

In the first two markets, the product 
under discussion had only one major 
competitor ; in the third it had two. In 
all cases, total sales for all branded 


2A very important empirical study has been pub- 
lished on the subject of brand preferences. See 
Cunningham, Ross M., “Brand Loyalty—What, 
Where, How Much?, Harvard Business Review, 
Vol. 34, No. 1, January-February 1956. 


products combined remained constant 
both before and after the advertising 
campaign. “Extra” sales were gained 
at the expense of competition. 


Brand Preference: An Empirical 
Index 


Brand preference can be defined sim- 
ply in probability terms. Suppose that 
there are two brands, A and B, avail- 
able in a supermarket. Let: 


(1) paa represent the probability 
that a family buying A last 
period will buy A again this 
period. 

(2) psp represent the probability 
that a family buying B last 
period will buy Bb again this 
period. 

(3) pas represent the probability 
that a family buying A last 
period will “switch” to B this 
period. > 

(4) psa represent the probability 
that a family buying B last 
period will switch to A this 
period. 

The measures paa and ppp can be 
thought of as the usual indicators uf 
brand loyalty ; note also that this is dif- 
ferent from market share information. 
Theoretically speaking, a 25 per cent 
loyalty figure might give a product over 
half of the total market. This point 
will become clearer when the illustra- 
tions are discussed. 


Experiments in Supermarket I: 
Strong Brand Loyalties 


A manufacturer was planning to run 
a spot promotion experiment in one of 
its test supermarkets in which its prod- 
uct A competed with a major competi- 
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TABLE I 
Estimated Unit Scales, Gains, and Value of Gains Over Six Forward Periods 


Estimated 


Units of 
Number of Product A 
Weeks After to be Sold 
Campaign qi) 
RRs et 46,667 
B csi is babes ote lees 49,333 
Bin kcsienbamew esse sites 49,866 
Serene + 49,953 
I vasudaearn kasaes une 49,991 
Os icnnces wane Comeaes 50,000 


tive product B. When the test was 
being planned, analysts decided that it 
would be necessary when evaluating 
the results to have information about 
brand preferences and market shares 
both before and after the advertising 
campaign. 

The interviewers went into the mar- 
ket one week before the campaign to 
collect this data. They found that 
brand A had one third, and brand B 
two thirds, of the market. Research 
showed that 50 per cent of all families 
that had purchased brand A the week 
before had repeated their purchases 
during the survey week and 25 per cent 
of those who had purchased brand B 
the week before had switched to brand 
A. Families made purchases of the 
product once a week on the average. 
Total purchases in any week were 
100,000 units for brands A and B com- 
bined. On the average, each buyer 
bought one unit a week. 

The analysts reasoned from the data 
that without the spot campaign the 
form advertising might expect 50 per 
cent of its then existing market of 
33,333 units and 25 per cent of its com- 
petitor’s market of 66,667 units during 
the following week. In terms of this 
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Gain Over Estimated Estimated 


Previous Cumulated Value of 

Level of Gains in Gains in 
33,333 Units Units Dollars 

(2) (3) (4) 

13,334 13,334 $ 6,667 
16,000 29,334 14,667 
16,533 45,867 22,933 
16,620 62,487 31,243 
16,658 79,145 39,572 
16,667 95,812 47,916 


illustration (1) Ppaa=0.50, (2) Pss= 
1—ppa=1—.25=0.75, (3) pan=1— 
paa=0.50, (4) ppa=0.25. Market 
share for A was M,4=0.33, and for B 
was Mg=0.67. The total size of mar- 
ket was 100,000 purciiases. 
“Next” week’s estimated sales Gf A: 
Sa= 33 ,333[paa] + 66,667 Tosa] 
= 16,667 + 16,666 
S,.= 33,333 units 
“Next” week’s estimated sales of B 
Sp= 33,333[pan] + 7 057 [Pas] 
= 16,667 + 50,000 
= 66,667 units 


The market appeared to be in a “steady 
state,” since the market shares remain 
unchanged. 

The week after the initial field sur- 
vey, the advertising campaign was 
launched. As soon as the campaign was 
over, the field survey groups re-entered 
the test supermarket and found that 
60 per cent of families remained loyal 
to A and 40 per cent switched to A 
from B. Opinion studies suggested 
that these new loyalties would prevail 
for a few weeks and perhaps for a few 
months. 

The analysts set to work to figure 
out the results of the campaign. They 
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estimated that the following week’s 
sales would be substantially increased 
over the steady level of 33,333 units. 
With the new brand preference figures, 
they calculated that 60 per cent of the 
33,333 purchasers would buy A and 
that 40 per cent of the-66,667 pur- 
chasers would switch to A. The fol- 
lowing week’s sales were estimated at 
46,667 units, i.e. [0.60(33,333) +0.40 
(66,667 ) = 46,667]. 

By utilizing the same techniques, 
they reasoned that over the next six 
weeks, sales would be as given in col- 
umn one of Table I. 

First, it was noted that the sales 
would be expected to expand rapidly 
and then approach a new steady level, 
50,000 units. Second, it was found 
that weekly “gains” could be estimated 
by taking the difference between the 
expected new level and the steady level 
before the advertising campaign was 
run. See column two. In the first week 
after the campaign, for example, they 
expected total sales to jump to 46,667 
units from a previous steady level of 
33,333 units—a gain of 13,334 units. 
By projecting sales over the remaining 
five weeks, they figured that the extra 
sales attributable to advertising would 
be 95,812 units. See column three. 
Finally they found that they could esti- 
mate the value of the “extra sales” and 
the “effectiveness” of the promotion. 
Each sales unit yielded a profit of 
$0.50; therefore the ‘95,812 units of 
extra sales were worth $47,916 over 
the six weeks. See column four. By 
subtracting the costs of the advertising 
campaign, they got an estimate of the 
projected effectiveness of the promo- 
tion. 


Management guessed that in six 
weeks its competition would enter the 
test supermarket and attempt to re- 
capture its lost position. Therefore 
when estimates were made of potential 
effectiveness it was decided that six 
weeks should be the time period on 
which to base calculations. 


Experiments in Supermarket II: 
Weak Brand Loyalties 


Some success with the previous ex- 
periment prompted management to try 
a similar experiment in another of its 
test supermarkets where brand A 
seemed to hold a very weak brand pref- 
erence position. In this market only 10 
per cent of A users stayed loyal, and 
45 per cent were switchers from brand 
C, the only other product of any im- 
portance in this test market. Sales in 
this supermarket were 50,000 units of 
product per week. As in the previous 
market, one third of the 50,000 units 
were sales of A, two thirds of C. On 
the basis of these calculations, the ana- 
lysts concluded that without the adver- 
tising campaign, A’s share of the mar- 
ket during the following week would be 
16,667, i.e. [0.10( 16,667) +0.45 (33,- 
333) = 16,667]. 

As before, the market shares ap- 
peared to be in a steady state. The 
analysts noted some interesting facts 
when they compared these results with 
the results from the previous case. 
First, brand A’s market shares were 
alike in each market before the adver- 
tising experiment, even though in the 
first case 50 per cent were brand loyal, 
and in the second only 10 per cent were 
brand loyal. Second, in order to ex- 
plain market share data, it was neces- 
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TABLE II 
Estimated Unit Sales, Gains, and Value of Gains Over Six Forward Periods 


Estimated 
Units of 
Product 
to be Sold 
Period q) 
NORE ayers tree re eereee yee 26,667 
em Vdewhavecconaeewaban 24,667 
', PONT 2 et eee me 25,066 
D. Kawherssceuthacaenas 24,986 
Ds dade ond aedeawesy 25,003 
D. hastivasbaskesewanat 25,000 


sary to know something about brand 
preferences for compet'tive product C. 

The advertising campaign was run 
and immediately thereafter brand pref- 
erences were estimated from field sur- 
veys. Preliminary results suggested 
that the campaign was a huge success— 
40 per cent would be switchers. Cal- 
culations were made of expected ac- 
tivity during the ensuing six weeks. 
(See Table II.) 

Some interesting results were noted. 
First, it was estimated that as in the 
first case, sales expanded very rapidly. 
In the first period they jumped from 
16,667 units to 26,667 units, a net gain 
of 10,000 units. Second, curiously 
enough, sales dropped in the second 
period and the short-term oscillations 
seemed to continue, but with decreasing 
force. Finally, as before, a new steady 
position was reached in which each 
product shared the market equally with 
the other, 


Experiments in Supermarket III: 
Brand Loyalties and Aggre- 
gation 


Management began to view this 
method of studying advertising effec- 
tiveness with increased interest. They 
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Gain over 
Previous 


Estimated Estimated 


Cumulated Value of 

Level of Gains in Gains in 
16,667 Units Units Dollars 

(2) (3) (4) 

10,000 10,000 $ 5,000 
8,000 18,000 9,000 
8,400 26,400 13,200 
8,320 34,720 17,360 
8,336 43,056 21,528 
8,333 51,389 25,695 


decided to experiment in a larger test 
supermarket in which there were three 
major products (A, B, and C) with 
their new and greatly improved prod- 
uct A. In this supermarket 500,000 
units were sold per week. 

Field tests in the week preceding 
the experimental advertising campaign 
showed that 33 per cent of the old 
brand A buyers of the week before 
remained loyal and that 25 per cent of 
the families that had bought B and C 
the week before had switched to A. 
Market share data showed that 140,000 
units of A, 260,000 units of B, and 
100,000 units of C were sold during 
the survey week preceding the spot 
advertising campaign. 

The analysts estimated that without 
the campaign, sales of A would be 
136,667 units, i.e. [0.33 (140,000) +0.25 
(260,000 + 100,000) = 136,667]. The 
executives knew that market shares 
had been fairly constant during the 
past few months in the test super- 
market. Though the error between 
140,000 and 136,667 units was slight, 
the president suggested that it might 
be wise to find out what preferences 
existed for each of the products and 
cross classification of products. The 
advertising campaign was delayed and 
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TABLE Ill TABLE IV 
Brand Preference Transition Prob- Postadvertising Campaign Brand 
abilities for Products A, B, and C Preference Transition Probabilities 
Subsequent Purchase f or Pr oducts A, B, and Cc 
Previous r A 
Purchase A B c : Si ubsequent | Purchase 
See Pe 33 50 17 — 4 3 tC 
Be ssssseeeeeees 30 50 20 IC saa 1.00 00 00 
Got gsadosasceays 15 65 20 eS 30 50 20 
SEE. Sores Tt 15 65 .20 
TABLE V 
Expected Unit Sales Based On Two Different Methods of Calculation 
First Method Second Method 
RR wn a ~ 
Estimated Unit Onst Sales Unit Sales Unit Sales 
Sales of A of A of B of C 
Ee nara a RCRA be. 140,000 - 140,000 260,000 100,000 
Be oe SA cacao vee eee 230,000 233,000 195,000 72,000 
Bos nck ec aeereiabe 297,500 302,300 144,300 53,4006 
Buda akan sas deeb olin 348,125 353,600 106,860 39,500 
iB scls oh cdas scae doe san 386,094 391,600 79,100 29,300 
SR PER GT PRET TG) 414,570 419,725 58,600 21,675 
6 ye cieesiciseerescunes 435,928 437,300 43,400 19,300 


the field workers went back to ob- 
tain more precise information. At the 
end of the week they presented data 
from which the analysts prepared the 
following table of “transition” proba- 
bilities. 

It was found that 33 per cent of cur- 
rent A users would buy A again next 
period. Corresponding figures for B 
and C were 50 per cent and 20 per cent. 
The company could expect 30 per cent 
of current B users and 15 per cent of 
current C users to switch to A. From 
these data they estimated that during 
the following week, without the adver- 
tising campaign, approximately 140,000 
units of A, 265,000 units of B, and 
95,000 units of C would be sold. The 








following week the campaign was 
launched. 

The postcampaign field survey work 
showed that everyone who tried brand 
A stayed brand loyal. Brand loyalties 
remained the same as before for each 
of the other products. With these 
amazing results, the analysts set about 
to make two sets of calculations. The 
first set was to be based upon 100 per 
cent brand loyalty for A and 25 per 
cent switching from the other brands, 
B and C;; the second set was to be based 
upon the new and detailed table of 
“transition probabilities.” (See Tables 
III, IV and V.) 

On the basis of these two sets of 
calculations they tentatively concluded 
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‘ TABLE Vi 


Estimated Sales and Cumulated Gains of Product A Based on Adjusted Brand 
Preference Data 











M arket I M arket II 

Estimated , “Estimated : 

Units of Estimated Units of Estimated 

Product A Cumulated Product A Cumulated 

Sold Gains Sold Gains 
(1) (2) (3) (4) 

Bas ccuras cna seeaeeen 46,667 13,334 26,667 10,000 
> 2 USED HGR Renan ee SS 48,450 28,451 23,700 17,033 
Po seen tenes tkasce sence 47,700 42,818 23,167 23,533 
Mie 0k aes eb oteeebe 46,700 » 56,185 22,160 29,026 
PSs ea. a ceikieeneebege 45,600 68,452 21,110 33,469 
Oct cbnaateaeawbeaecen 44,600 79,719 20,000 36,802 


that the degree of aggregation in their 
brand preference data did not make 
much difference in this case. They ob- 
served that they were slowly acquiring 
the whole market, due, they surmised, 
to the characteristics of their greatly 
improved product. 


Additional Market Test Results: At- 
tempts to Explain Forecast 
Discrepancies 


At the end of the test period in each 
supermarket, the company sent its field 
investigators to check both sales and 
brand preference information against 
previously prepared estimates. These 
steps were undertaken to check the ade- 
quacy of the chosen techniques to de- 
velop estimates of estimated “extra” 
sales and advertising effectiveness. 

In the first supermarket they found 
that at the end of the six-week period 
the brand loyalty index had dropped 
from 60 to 40 per cent. Actual total 
“extra” sales during the six-week pe- 
riod were found to be about 80,000 
units rather than the original forecast 
of 95,812 units. In the second super- 
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market, “extra” sales were found to 
be about 38,000 rather than the 51,389 
units that had been originally forecast. 

The analysts decided to make a set 
of calculations based upon the decay 
rate in brand loyalty in the first super- 
market. They assumed that the loyalty 
rate should be decreased in steps of two 
percentage point increments. In this 
way the rate would change from 60 
down to 50 in equal percentage point 
increments. When the estimates were 
made, they found that the extra sales 
estimate was 79,719, a figure very close 
to the 80,000 extra units actually sold. 
In the second supermarket similar cal- 
culations were made. Estimated extra 
sales turned out to be 36,802 units to 
compare with the actual figure of 38,- 
000 units. (See Table VI.) 

These results pleased management 
because they felt that an intense ad- 
vertising effort would tend to peak sales 
first, and would then be followed by a 
gradual diminution toward the previcus 
level of sales. Their insight was borne 
out by the facts. 

Where they experimented with the 
new and improved product, the evi- 
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dence showed that their competitive 
position was continually improving. 
Market shares were not retreating to 
their original levels. Product A had 
gained a significant advantage over its 
competitors. 


Conclusions and Implications 


This study was concerned with the 
manner in which markets react to ad- 
vertising activity. It was assumed at 
the outset that competitors would not 
respond with competitive retaliation in 
less than a six-week period. Frequently 
this is an untenable assumption. 

If a competitor finds out about a 
point-of-sale advertising campa‘gn, and 
simultaneously begins to feel the pinch 
of lost sales, it is likely that there will 
be a reaction. This reaction may take 
the form of a price change, a change 
in the frequency with which the sales- 
man calls, a shelf-space competition, or 
an advertising campaign. The recap- 
ture attempt, if it occurs, brings sharply 
into focus the character of competition 
in markets dominated by brands. There 
may be a competitive play, a counter- 
play, a counter-counter play. Such ef- 
forts may be completely wasteful. 
There may be an instant backward and 
forward shifting, with no change in the 
total size of markets. 

One simple but very important fact 
stands out as a result of this analysis: 
much advertising activity may be eco- 
nomically wasteful if the advertiser 
does not combine his advertising strat- 
egy with a meaningful link to product 
quality. 


Advertising in a society such as ours 


is designed to perform two basic func- 
tions: (1) to induce a potential con- 


sumer to continue buying a class of 
products by transmitting relevant in- 
formation to him and (2) to induce a 
potentiz! consumer to “shop around” 
among the available brands within the 
product class by showing him informa- 
tion about new and improved brand 
qualities. 

The dynamic models developed and 
discussed in this article have two valu- 
able properties. First, they take into ac- 
count measures of competitive strength 
through the use of brand preference 
indices which are operationally defined. 
These indices bear a striking resem- 
blance to the economist’s cross elas- 
ticities. Second, the models are dy- 
namically constructed in the sense that 
next period’s characteristics are deter- 
mined by this period’s. Actually, by 
use of the models, time becomes parti- 
tioned ito both the steady and tran- 
sient states. The steady state bears a 
close relationship to the economist’s 
stationary state; the transient state re- 
lates to the theory of economic growth. 

The transmission of information to 
reinforce human memory belongs prop- 
erly to the theory of the stationary 
state. The transmission of information 
to create an experimental and dynamic 
market environment belongs properly 
to the theory of growth and is repre- 
sented in part here by the character- 
istics of the transient states. 

The very simple dynamic models de- 
scribed and discussed in previous sec- 
tions can be embellished and aug- 
mented. Theoretical models that take 
account of changes in relative prices 
among products, reaction times of com- 
petitor, time varying effectiveness of 
promotion, and so on, can be developed. 


(Continued on page 52) 








Marketing in the Soviet Union— 
A Visitor’s Impression 


ROBERT J. HOLLOWAY * 
Professor of Marketing, University of Minnesota’ 


Now that visitors from non-Com- 
munist countries are permitted to travel 
- within the USSR, a clearer picture of 
the Soviet economy is emerging. The 
enigmatic picture is not being com- 
pletely solved, of course, but one can 
gain some impressions which enable 
him to piece parts of the puzzle to- 
gether. Observation, coupled with in- 
tensive interviews with plant managers, 
government officials, and retail store 
managers, give the visitor a fairly good 
picture of marketing in the Soviet 
Union. If one had to formulate an 
over-all impression, it would probably 
be that “marketing in the USSR has 
not yet come into its own.” 

While there are a number of differ- 
ences between marketing in the USSR 
as compared to the Philippines and the 
United States, the basic difference is 
one of political philosophy which dic- 
tates the economic organization of that 
country. Soviet marketing is almost 
entirely government marketing. It is 
true that the Philippines are somewhat 
familiar with State marketing concerns 
(e.g., Prisco or later Namarco) and 
there have been many laws passed 

* Editor’s Note. The writer spent two years in the 
Philippines (1945-46 and 1955-56) and in 1958 
traveled thirty days in the Soviet Union. This article 
records his personal impressions, based on a brief 
visit but many years of study and teaching in the 


field of marketing. His views do not necessarily re- 
flect the views of the Journa or RETAILING. 
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TABLE I 


Percentage of State, Co-operative, 
and Collective Farm Trade in the 
Soviet Union (rounded ) 


1940 1950 1956 1958 
SUG: Vc ndcaswciouee 63 64 65 ~ 65 
Co-operative ....... <i. i ae. 


Collective Farm ... 14 12 7 6 


Source: Central Statistical Board of the USSR, 
“Forty Years of Soviet Power,” Moscow, 
1958, p. 300; “The National Economy of 
the Soviet Union in 1958,” Moscow, 1959, 
p. 707. 


which have related in one way or an- 
other to marketing (e.g., Retail Na- 
tionalization and the FACOMA’s). 
Compared tc the Soviet Union, -how- 
ever, the Filipixos and the Americans 
are uninitiated in the matter cf State 
trade. 

Consider that in 1958, 65 per cent of 
Soviet retail trade was State trade, 29 
per cent was co-operative, and six per 
cent was collective faim trade. (See 
Table I.) Since the co-operatives are 
not entirely divorced from the State, it 
is abundantly clear that marketing in 


1In an informative article, Marshall Goldman 
stresses the change in emphasis. Goldman visited 
the Soviet Union in 1959 and concluded that signs 
pointed to the shifting emphasis to marketing. This 
includes, he points out, the use of advertising, self- 
service stores, mail-order houses, and installment 
credit. (Marshall I. Goldman, “Marketing—A Les- 
son for Marx,” Harvard Business Review, Janu- 
ary-February, 1960, pp. 79-86.) 
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the USSR is predominantly govern- 
ment marketing. The State owns the 
stores as well as the merchandise which 
is distributed to the Soviet consumer. 

A second basic difference between 
marketing in the USSR and in our 
country or the Philippines is tie lack 
of emphasis placed on Soviet market- 
ing. This will be discussed later in more 
detail. Less important differences have 
to do with channels of distribution, 
pricing policies, promotion, location, 
and credit. Actually one could detail 
many differences, but the two basic dif- 
ferences involving political and eco- 
nomic philosophies and the lack of em- 
phasis on marketing stand out above 
the others. The Soviets have chosen to 
distribute goods with instruments of 
the State. In the Philippines and the 
United States we have chosen a system 
of free enterprise. The Soviets have 
chosen to emphasize production of 
heavy durables at the expense of other 
consumer goods. Production has for 
a long time been emphasized more 
than marketing. In the Philippines and 
United States we have permitted the 
production (or importation) of all kinds 
of goods, consumer as well as pro- 
ducer, and as a result of our output the 
emphasis has shifted to marketing. To 
us, government is more like an umpire 
than a director or a participant. 

In all three countries, producers dis- 
tribute through some combination of 
wholesaling and retailing institutions. 
There are differences in these combina- 
tions which comprise the channels of 
trade, and there are differences in the 
kind of marketing institutions used. 
Basically, though, the channels are simi- 


lar in the three countries despite the 
fact that the Soviet channels are state- 
owned. 

Filipinos (Manila shoppers at least) 
would probably not feel out of place 
shopping in Moscow. Like Manila, the 
Soviet city has food stores of various 
kinds, book shops, drug stores, side- 
walk vendors, public markets, depart- 
ment stores, many small stalls, and 
specialty shops. Instead of ownership 
resting with private individuals, how- 
ever, the book shops are under the 
jurisdiction of the Minister of Culture, 
the drug stores are under Health, and 
most other retailers are under the Min- 
ister of Trade. 


State Control of Operations 


It would not be in the shopping but 
rather in the operation that the Filipino 
and the American would notice basic 
differences. The Soviet manager must 
operate within a rigid framework of 
controls. Of course the Filipino and 
the American managers are familiar 
with some types of government con- 
trols. Many of the laws affecting them 
have been passed at the insistence of 
business. Others are really temporary 
controls, such as those passed during 
times of crisis. A sigh of relief can 
usually be felt when conditions return 
to normal. By contrast, the Soviet 
manager must operate in strict accord 
with a more permanent type of govern- 
ment decree. Nearly every facet of his 
operation is covered by the Plan or by 
order from the republic’s Ministers of 
Trade. The shoes he sells have prices 
stamped on them at the factory. The 
wages he pays are set by law. His 
meager advertising budget is controlled 
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by the Minister. He has extremely little 
freedom in the matter of granting 
credit. His sources of supply are dic- 
tated to him. The volume he can pur- 
chase is set forth in Plans. His loca- 
tion is selected for him. From “on 
high” come nearly all his operating pro- 
cedures.” 


Planned Profit Figures 


These extensive controls place the 
Soviet manager in a competitive situa- 
tion quite different from that of the 
Philippines or the United States. Con- 
sider the Soviet store manager who is 
interested in improving his profit posi- 
tion. (He receives a planned profit fig- 
ure in the Plan; if he can exceed this 
figure, he and the employees will re- 
ceive bonuses.) The Filipino and the 
American businessmen would probably 
think first in terms of expanding the 
volume of business. They would also 
explore the possibilities of increasing 
margins by raising prices or by lower- 
ing costs. The Soviet manager does not 
have this kind of freedom. He cannot 
increase his advertising budget to any 
appreciable degree. He cannot open a 
new branch store unless the Plan or 
the Ministry calls for it. He cannot 
hire high-quality clerks away from 
competitors. He cannot add to the serv- 
ices he renders customers. He cannot 
reduce prices without special per- 
mission. 

True, he might be able to have more 
attractive displays than his competitor. 
His clerks might be better salespeople 

2 There has been some reorganization through the 
formation of regional economic councils (Sovnar- 
khoz) which has permitted additional local autonomy. 


Controls are thus of a horizontal nature as well as 
vertical. 
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than those of his competitor. But he is 
in a predicament. If he could find 
enough ways to attract more customers, 
his limited supply would no doubt pre- 
vent him from supplying them! By 
good management he may be able to re- 
duce his costs of operations and thereby 
increase his profit margin. By using a 
great deal of ingenuity he may even be 
able to increase his supply in a limited 
way. It is easy to see why production 
receives the emphasis. 

The lack of strong competition un- 
doubtedly means that the Soviet con- 
sumer does not reap the benefits which 
accrue to consumers in the United 
States and the Philippines. The Ameri- 
can visitor to the Soviet Union is not 
convinced that his competitive system 
is inferior to the Soviet’s. Some wastes 
may occur in our competitive ‘systems, 
but consider the constartly improving 
flow of products, the expanding serv- 
ices, and the modernizing of stores 
which does take place continuously in 
our systems. The present lack of com- 
petition in Soviet society should not be 
considered a hallmark of achievement; 
it reveals that an important incentive is 
lacking and that the situation is not 
conducive to maximum efficiency. 


Different Living Standards 


Any examination of marketing in 
the Soviet Union inevitably must take 
into account the difference in the stand- 
ard of living between that country and 
the United States. The lack of refrig- 
eration facilities in Soviet homes and 
stores means that perishables must be 
purchased in smaller quantities and 
with more frequency. The situation 
has a recognizable impact on packag- 
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ing, shipping, warehousing, etc. (This 
is also true in the Philippines.) The 
lower standard of living in the USSR, 
compared to the United States, is also 
reflected in the lack of variety, the lack 
of depth of consumer goods, and in the 
poor quality of many items. It is not 
unusual to hear complaints on each of 
these scores. 

Table II indicates, however, that the 


TABLE I 
Selected Production in the USSR * 
1930 1956 
Vacuum Cleaners .... 6,100 162,000 
Clocks and Watches.. 8,226,000 21,138,000 
Refrigerators ........ 1,200 214,000 


*“Forty Years of Soviet Power,” p. 299. 


Soviet Union has made rapid gains in 
the production of consumer goods. 

The Soviets have the resources to 
make more consumer goods available. 
By contrast, the Philippines often must 
find ways to expand exports of some 
commodity in order to have dollars and 
sterling with which to procure some of 
the consumer itemis. Consumers in all 
countries feel the same need for in- 
creased availability of merchandise, but 
the means to achieve this goal is quite 
different in the Philippines than in the 
Soviet Union. 

The relationship between marketing 
and production is obviously quite dif- 
ferent in each of the three countries. 
In the Soviet Union, huge signs in the 
factories, on the farms, in public mar- 
kets, and in amusement parks tell of 
the need for more production. “Catch 
up with the United States.” The visitor 
is not aware of much emphasis on sell- 
ing. By contrast, United States firms 


are adopting the “marketing concept” 
and are reorganizing their companies in 
an effort to put more emphasis on mar- 
keting. Our signs dre attempts to get 
the consumer to buy more! 

Our stores handle an amazing va- 
riety of wanted goods. Though a great 
deal in the way of expanding produc- 
tion facilities is being done in the Phil- 
ippines, the emphasis on buying and 
selling is more comparable to the 
United States than to the USSR. Per- 
haps the historical development of the 
Philippines accounts for this. The ne- 
cessity and the desire to trade is felt in 
almost every city and village in the 
Philippines, and marketing is a word 
known and appreciated by nearly every- 
one. The basic needs of buying and 
selling have beer supplemented with 
marketing dev’ces common tp econo- 
mies wher- ::andards of living are rela- 
tively high. Undoubtedly the close rela- 
tionship with the United States has 
been an important factor. United States 
companies have used their domestic 
policies as they marketed goods in the 
Philippines. 

Perhaps the easiest way to under- 
stand the role of marketing in the 
USSR is to think of the United States 
in time of emergency. Along with gov- 
ernment controls we become accus- 
tomed to shortages. The procurer be- 
comes more important than the sales- 
man. (In the USSR this is the role of 
the “tolchak.”) Emphasis is placed on 
substitutes. We learn to live on rations 
or we do without. The concern is buy, 
not sell. Certainly the Filipinos know 
this situation much better than we do 
in the United States. The Soviets know 
it, also. Today the Soviet marketing 
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system operates under similar condi- 
tions to those mentioned above. There 
is little promotion. There is much ex- 
pediting. There is much concern with 
buying. 

Expediting and “imaginative pro- 
curement” are important when there 
are shortages of goods and materials. 
In the USSR, shortages exist in many 
lines, both durable and nondurable. 
Little depth in stock can be observed. 
Although one is often told that there 
are items “in the warehouse,” it is 
doubtful that substantial inventories of 
many lines exist. In the new apartment 
buildings families share stoves, bath- 
room facilities, and _ refrigerators. 
Apartments are small by any standard. 
One cannot find a housing development 
such as Forbes Park outside of Manila 
or the average suburb in the United 
States. The visitor soon tires of look- 
ing at row upon row of new, almost 
identical, four- and five-story walk-up 
apartments. It should be added that 
construction is poor in quality so that 
a three-year-old building appears to be 
twenty years old. 

The apartment-type of housing now 
being provided for the Soviet citizen 
has its impact on marketing, especially 
at the retail level. Sizable concentra- 
tions of population without private au- 
tomobiles dictate a retail location policy 
where convenience-goods stores are lo- 
cated close to groups of apartments. It 
makes sense, for example, in the new 
housing development at the University 
of Moscow, for stores to be placed in 
the ground floors of several apartment 
houses. The Soviet managers explain 
that the United States type of shopping 
center development simply does not fit 
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the needs of the Soviet citizen today. 
This is certainly true. Scattered 
through neighborhoods one can find 
secondary retail centers such as are 
found in the Philippines and in the 
United States. As in most cities, the 
big stores are located downtown, acces- 
sible by public transportation in the 
form of subway, bus and/or streetcar. 

The pricing of Soviet merchandise is 
not easily understood. (There would 
be many who would say the same thing 
about pricing in Western countries.) 
The retail price includes the turnover 
tax (type of retail sales tax) which 
varies according to the type of mer- 
chandise. Taxes of this general nature 
where used in our countries would be 
better understood, and it would be 
easier to ascertain the exact amount 
of the tax. All pricing is controlled by 
the Soviet government, except for 
minor “free” agricultural markets in 
some sections. The State control exists 
at all levels of distribution. Cost is an 
important factor in the determination 
of prices, the visitor is told. Demand 
and supply conditions are also reflected 
in the pricing, but this is difficult to 
comprehend. Undoubtedly demand 
considerations are becoming more im- 
portant as the Soviets build up their 
production, but prior to recent years 
the shortages were so great that the 
government did not have to worry 
about pricing too high. They would 
deny that they would let high demand 
push prices up but they would insist 
that they take demand into considera- 
tion as they price the many consumer 
items which are produced and distrib- 
uted according to plan. The govern- 
ment can, through its control, encour- 
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TABLE Ill 
Comparative Prices 
U.S. Soviet 
Article Price Price 
Toilet Soap ............ $ .11 to .28 
Ladies’ Stockings ....... 160” 4.10 
Men’s Shirts ........... 5.00 ” 40.00 
Ladies’ Shoes .......... 11.30 ” 40.00 
CORE ennnkescectsces 14.00 ” 240.00 
Electric Razors ........ 15.00 ” 22.50 


Men’s Wrist Watches.... 28.00 ” 51.00 
Bicycles, medium size... 29.80 ” 51.20 


age the purchase of some items while 
discouraging the purchase of other 
items. To illustrate, the government 
would probably like Soviet citizens to 
own a record of Lenin’s speeches. A 
quality long-playing record of his 
speeches can be purchased for 16 cents! 
By contrast, imported fashionable 
shoes may cost the lady $40. A choco- 
late bar costs $2.00. 

Prices, for the most part, are rigid. 
For some items prices are uniform 
across the country. Where the price is 
imprinted on the article, the buyer can 
be assured that that is the price, unlike 
the “come-on” prices printed on some 
Western articles. (It is doubtful that 
the discount house exists in the 
USSR!) Comparing pricing in the 
Soviet Union with pricing in the Phil- 
ippines and the United States once 
again brings out the role of the State. 
Pricing in the USSR is according to 
government policy. Generally speaking, 
in the Philippines and the United 
States, the individual firm owner has 
much to say about his pricing policy. 
Custom, cost, profit stability, profit 
rate, competition, market share, supply 
and demand are all factors taken into 
account in our countries. Certainly 


TABLE IV 
A Standard of Living Comparison * 
Nylon Stockings ...............605. 23.60 
POPU Se os aides Sides soon 0 9.03 
NE TIMED 5. venddens sehvokoeedwie 5.50 
OI ss occu 9 5.5 v0 boa a 4 5.50 
SE hcios as wat bne cepa die os bab sos 2.03 
FRONT ROOM o.oo cece ects cecccesece 1.40 
NNR I 5655 Seka Si 5cecisies es 1.27 
ey FONG: 6 iiiiidis  thccddese isis 1.25 
RR EROS «05. cnc sn odetgis<ockiriees 93 
BR issn pees kedaklvesaxwbbeee 61 
ee eae kena baa ys oss 43 


* Stecl Facts, October, 1958, p. 7. 


To be read: It would take the Soviet steelworker 
2.03 times as long to earn a pound 
of meat as it would take the United 
States steelworker. 


government may impose regulations 
such as maximum pricing during pe- 
riods of shortages or minimum pricing 
(e.g., resale price maintenance) during 
more normal periods. But by and large, 
pricing in our countries is in the hands 
of the businessmen, not the govern- 
ment. 

The range of prices for some con- 
sumer goods was greater in the Soviet 
Union than this writer had expected to 
find. The price ranges in Table IIi 
were noted during tours through de- 
partment stores. (The price conversion 
has been made at the tourist rate of 
exchange—10 Rubles to 1 Dollar.) 

Price alone is not the whole story to 
the consumer, for he must relate prices 
to his purchasing power. The average 
monthly wage in the USSR is in the 
neighborhood of $80. With these low 
incomes, many consumer items are out 
of reach for many Soviet citizens. A 
small car would take three years’ in- 
come of the average worker. There is 
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a rather substantial spread as far as in- 
come is concerned, however, so that 
those with good positions can afford to 
buy a variety of products. Further- 
more, certain necessary items like trans- 
portation and housing are relatively in- 
expensive. Personal services are rea- 
sonable. The explanation of Ivan’s 
ability to buy may lie in another direc- 
tion, however. Oftentimes, even after 
marriage, he lives with his parents, and 
the number of wage earners per house- 
hold may be four instead of one. Thus, 
by combining incomes, the Soviet 
“family” finds it possible to buy dura- 
bles, even’automobiles in some in- 
stances. Usually portions of these in- 
comes must be saved in advance of the 
_ purchase (by contrast to the extensive 
United States installment credit pro- 
grams) because credit has not yet been 
widely adopted in the Soviet Union. 

It is possible to make a few compari- 
sons on this matter of the standard of 
living. Table IV indicates the ratio of 
the cost in hours of work required for 
the average steelworker in the USSR 
as contrasted to his counterpart in the 
United States. (Wages after taxes 
have been used.) 

The Soviets would further point out 
that production of many items, as well 
as the number of retail establishments, 
has increased in recent years. The fol- 
lowing is a statement from “Forty 
Years of Soviet Power,” p. 301. 


“The number of retail establish- 
ments is more than 3 times greater 
and the number of catering es- 
tablishments more than 8 times 
greater than in 1928... . Judg- 
ing by the average number of em- 
ployees the modern retail establish- 
ment is 40% bigger than in 1928, 
and 150% bigger than in 1913.” 
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The same source gives two sets of 
data from which one can ascertain the 
increase in the number of stores. 


Shops Total 
and Specialized 
Stalls Stores 
(In thousands) 
ROD iced sue sneeneut 407 102.1 
WONG sas > eogusaes 416 109.1 
TOO! vaivccwteneeens 490 137.5 


The number of specialized stores (gro- 
ceries, meat, dairy, fruit, fabrics, foot- 
wear, clothing, cultural goods, books, 
furniture, drugs, department stores) 
has increased from 1940 to 1956 by 
35 per cent, according to the above fig- 
ures. By comparison with the United 
States, the number of retail outlets for 
the population remains low. 


Number of Persons Per Store 


USSR* USA» 
Department Stores .... 666,000 59,000 
Grocery Stores ....... 30,800 580 
Drug Stores .......... 14,500 2,900 
Shoe Stores .......... 133,500 6,800 


« “Forty Years of Soviet Power,” p. 302. 
> United States Census, 1954. 


It has been shown that the Soviets 
have increased their number of retail 
establishments during recent years. (It 
has also been shown that compared to 
the United States, the Soviets are far 
behind.) Now, let us examine other 
Soviet statements. 


“Capitalist trade entails a tre- 
mendous unproductive expenditure 
of labour—the result of anarchy 
of circulation, competition, profit- 
eering, and excessive advertising. 
In capitalist countries 5 to 7 per 
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cent of the population is employed 
in trade. Soviet trade is free from 
unproductive labour expenditures. 
Employees in Soviet trade total no 
more than 1.6 per cent of the 
population of the USSR.” (“Forty 
Years of Soviet Power,” p. 304.) 


Thus, on the one hand, the Soviets 
tell of unproductive capitalistic labor 
while on the other hand they extol the 
rapid gains made in the direction of the 
capitalistic trade conditions! As they 
further develop their marketing, they 
may find it increasingly difficult to live 
by the principles of Marx.® 

The stores in the Soviet’ Union seem 
drab by United States standards. So 
does the advertising. The Western 
traveler sees nothing comparable to the 
flashing Jai Alai lights in Manila or to 
the advertising in a small town in the 
United States. He would not see the 
colored neon advertising reflected in the 
Moscow river as he does in the Pasig. 
The huge lighted red stars above the 
Kremlin do not make up for the lack 
of light and color. Educational-type 
billboards fill the parks. Appeals for 
pedestrian satety, work safety, and 
abstinence from alcohol are plastered 
on the sides of buildings. The goals of 
the new Plan are prominently dis- 
played. Cultural announcements are 
carried in the papers. One can find 
store announcements also, and a small 
announcement may be sufficient to 
bring a horde of eager consumers to 
the store early the next morning. 

A different standard of advertising is 
found also in brand names. Brand 
names seem to us literal, unimaginative. 


®Goldman develops this point extensively. See 
footnote 1. 


Names of cities are most common: the 
Moskva outboard motor, and tise Kiev 
camera. Names of herves are fre- 
quently used, possibly to the embarrass- 
ment of the officials when the hero is 


- removed from public favor. Descrip- 


tive terms are also used. The “One- 
minute” camera is the name given to 
the Polaroid Land type of camera. The 
“Youth” camera is an inexpensive 
camera designed for beginners. Stores 
are frequently named “No. 14,” 
“No. 17,” etc. However, one can find 
changes, as for example in the case of 
automobile names. To the prosaic ZIS 
(for Stalin), ZIM (for Molotov) and 
Moskvitch (for Moscow) have been 
added the Volga (a river), Pobeda (a 
victory ) and Chaika (a sea gull). 
While the Soviets have not yet 


adopted the American or the Filipino .- 


flair for advertising, they have bor- 
rowed extensively from the Western 
world with regard to products and pro- 
duction techniques. Several Soviet elec- 
tric razors were carbon copies of 
American products. Automobiles re- 
semble the American Buick (1939), 
the Ford (1941), and the Packard. 
The latecomer to industrialization has 
the advantage of being able to reach out 
into the world and select products and 
production techniques almost at will. 
The Japanese went through this period, 
as did the people of other nations. Buy- 
ing and borrowing techniques from 
abroad is all right, even desirable in 
many respects from the standpoint of 
the lender as well as the borrower. A 
number of American firms have cer- 
tainly profited by their sales of equip- 
ment and technical knowledge to the 
Soviet Union. The criticism which is 
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now levied against the Soviet Union is 
that the government does not respect 
the rights of patent owners abroad. Al- 
though a recent issue of the publication 
USSR carried an article which pointed 
out that the USSR did, in fact, respect 
patent rights, the similarity between 
products there and in the United States 
in some instances is too great to over- 
look. If the pattern developed by the 
USSR persists, we may well see an- 
nouncements that the electric razor, 
outboard motor, and other consumer 
products were invented first in the 
Soviet Union! In all fairness, it should 
be pointed out that the Soviets have in 
some cases started at the bottom and 
have worked to the top. Soviet cameras, 
for example, were once copies of Ger- 
man, Japanese, and United States 
cameras. Now the more expensive 
Soviet cameras have features which 
are unique. 

The drabness in Soviet advertising 
and brand names is also characteristic 
of their retail outlets. Poor lighting 
and poor displays are the rule. A few 
outstanding windows were seen in the 
better stores, but they do not compare 
with the finer stores in other parts of 
the world. It may be surprising to learn 
that the best retailing establishments in 
Manila would compare favorably with 
the best in Moscow. This writer found 
no supermarkets as we know them. 

The largest department store in the 
Soviet Union is the Government Uni- 
versal Magazine—GUM. The GUM 
store is located in the most impressive 
place in Moscow, on Gorki street fac- 
ing Red Square. Across the square are 
the tombs of Lenin and Stalin. The big 
store has 30,000 square meters of sell- 
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ing space and does $1,050,000 of busi- 
ness per day. Unit sales of shoes, 
cameras, watches, and clocks are sub- 
stant‘s], the manager of the store re- 
ports. The manager is a most capable 
individual who receives only $600 per 
month for his services. This is proba- 
bly about one fourth the salary that a 
division manager in a large United 
States department store would receive. 
The ordinary clerk in the GUM store 
receives $85 per month. If the Plan 
for the store is fulfilled, or better yet 
overfulfilled, the employees receive 
bonuses. 

The store was crowded every time 
this writer visited. Many people were 
visiting and looking while others were 
buying only one or two items. This ob- 
servation was borne out by the man- 
ager’s statistics on the number of peo- 
ple entering the store and the number 
of unit sales per day. Shopping proved 
to be a chore. First, the buyer had to 
select the merchandise. Then he had to 
pay a central cashier. He then returned 
to the counter, turned in the receipt and 
received the goods. The manager indi- 
cated that he was going to convert the 
store to the cashier system where the 
clerk would have a machine at the 
counter, 


Summary 


Differences in marketing among 
countries, especially at the retail level, 
are rather easy to detect. It is difficult, 
obviously, to detect the more subtle dif- 
ferences and the reasons behind all 
differences. The task of marketing is 
generally the saine in all three countries 


(Continued on page 52) 
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The retailing mix is comprised of three sub-mixes: a goods and 
service mix, a communications mix, and a distribution mix. Con- 
sumer satisfaction is achieved through optimal sub-mix blending. 

These are among the many exciting new concepts explored by 
the authors. This article is not for quick and easy reading, but it 
yields rich rewards to those who will flex their mental muscles suf- 
ficiently to follow it. Some of the material has been presented by 
the authors to retail executives in seminars throughout the country. 
In these seminars the concepts provoked lively discussion among 


different retailers. The editors hope that store executives will write 





Some retail managers have been 
observing the rapid growth of the mar- 
keting management concept in manu- 
facturing firms with considerable inter- 
est. This concept of marketing is 
resulting in the acceptance of a new 
perspective for business activities in 
which marketing is viewed as the basis 
of an integrated system of business 
action. Adaptation of the marketing 
management approach has significance 
for retail managers concerned with de- 
signing a total retail capability to 
achieve realistic and attainable objec- 
tives. 


The marketing management concept 


in retailing is characterized by: 


1. Planning. An emphasis on 
planning to achieve clearly defined 
retailing targets, this is the key 
concept. It stresses that retailing 
objectives can be identified and 
that an integrated program of ac- 
tion be designed to achieve these 
objectives through orderly retail 
planning. 

2. Customer Orientation. The 
customer orientation is adopted as 
the focus for retail decision mak- 
ing. A philosophy of customer 
orientation is more important than 
any body of retailing techniques, 
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personnel policies, or organiza- 
tional arrangements. It ensures 
that retail decisions are viewed 
through the consumer’s eyes. 

3. Systems Approach, The sys- 
tems perspective of retailing ac- 
tion is used. In this approach, a 
retail organization is viewed as a 
total system of retail action. The 
interaction between the compo- 
nents of the retailing system is 
stressed as is the functioning and 
structure of the whole organiza- 
tion. This approach focuses on 
the integrated use of all retail re- 
sources to satisfy current market 
needs and future opportunities. 

4. Change. Change is recognized 
as the “constant” in planning, 
organizing, and controlling retail- 
ing activity. The prime managerial 
responsibility is seen as that of 
adapting retailing organizations 
creatively to conditions of accel- 
erating change. Retailing leader- 
ship’s charge becomes that of 
planning for and managing change. 

5. Innovation. There is a new 
emphasis on research and innova- 
tion. Innovation is seen as the 
basis for retailing action. The im- 
portant fact is that innovation is 
becoming programmed and a basic 
part of the retail management 
process. In short, research, a sys- 
tem of commercial intelligence, 
and innovation are becoming 
standard factors in modern retail 
action. This is resulting in the 
application of findings from the 
behavioral and quanititative sci- 
ences to retailing. The effect is 
new techniques of retail control, 
better management of inventories, 
improved communications, and a 
greater awareness of the useful- 
ness of theory in understanding 
and solving retailing problems. 


The crucial factor for retail manage- 
ment to recognize is that socioeco- 
nomic developments are operating so 
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as to stimulate the emergence of more 
accurate and intelligent planning on 
the part of retail executives. Retailing 
executives are operating in an economy 
which is characterized by rapid change 
and explosive cultural and economic 
developments. The increasing’ degree 
of competition from both downtown 
and suburban areas, the impact of 
population shifts, trends in income and 
expenditures, the degree of innovation 
in both areas of products and services, 
the availability and utilization of more 
information about customers and mar- 
kets, are examples of forces which re- 
quire retail management to accept 
change as a normal way of life and to 
assign high priorities to developing cre- 
ative adaptations to change. It is in 
such a climate that the marketing man- 
agement movement, with prime empha- 
sis on planning, has made its greatest 
headway. 

To manage retailing effort effectively 
in such an environment requires plan- 
ning. Yet retail planning is more than 
just a tool of growth. It is a rational 
means of achieving continuing profit- 
able adjustment of the retail system 
to current and future marketing condi- 
tions. 

Retailing planning, in its broadest 
terms, may be thought of as the utiliza- 
tion of analysis and foresight to in- 
crease the effectiveness of retail action. 
Planning retailing effort, therefore, is 
necessarily concerned with the objec- 
tives and goals that the retailing or- 
ganization seeks to attain, the develop- 
ment of retailing systems, the operating 
system, through which retail manage- 
ment is attempting to achieve these 
goals, the availability of capacity and 
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CHART I 





resources within the firm and existing 
facilitating agencies to exert the quan- 
tity'and quality of effort necessary for 
their achievement. The planning proc- 
cess in retail management is portrayed 
in Chart I. Although this chart is 
necessarily a simplification, it does in- 
dicate the requisite arrangements of 
various factors in retail planning. 
Retail plans must be conceived as 
functioning within an external frame- 
work determined by various forces be- 
yond the control of the management of 
a given retail enterprise. This is one 


reason why it is becoming increasingly 
important in retail planning to consider 
environmental business factors as well 
as to identify the many retailing inputs, 
their interactions, and expected outputs. 

The retail planning process involves 
at the first level three actions on the 
part of executives: analysis, evalua- 
tion, and prediction. The analysis of 
available information, and an evalua- 
tion of trends and relationships will 
give retail management the frame of 
reference from which to perceive cur- 
rent and future problems. It will afford 
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executives a perspective of the future. 
Past data is useful to management 
mainly as it helps predict the future. 


Retailing Mix 


The analysis and evaluation of data 
and the predictions made place execu- 
tives in a position of being able to 
program total retailing effort. Retail 
programming is achieved through the 
determination of a retail store’s retail- 
ing mix. Such a mix becomes the total 
package of goods and services that a 
store offers for sale to the public. The 
retailing mix, then, is the composite of 
all effort which was programmed by 
management and which embodies the 
adjustment of the retail store to its 
market environment. 

The retailing mix, as such, is com- 
prised of three sub-mixes: a goods and 
service mix, a communications mix, 
and a distribution mix. Consumer sat- 
isfaction is achieved through optimal 
sub-mix blending. It is through the 
achievement of a high customer satis- 
faction that a store prospers and grows. 
Some of the components of each of 
these sub-mixes are depicted in Chart 
II. 

In Chart II the consumer is pre- 
sented as the focus for all market 
planning and programming. The retail 
program is designed specifically to 
bring the offerings of a retail organiza- 
tion into line with the wants and needs 
of its customers and the natural market 
areas. The established program, there- 
fore, sets the tone for all retailing ac- 
tivity. 

The sub-mix that is most apparent in 
retailing is the Goops AND SERVICE 
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Mix. Retailers are often well aware 
of the impact of the variety and assort- 
inent of goods offered for sale and the 
customer services that are extended. 
Other components of the goods and 
service mix are various credit plans 
tat are offered, the price lines that a 
store will adhere to, the guarantees that 
are made and exchanges, alterations 
and adjustments, the image of the 
store and the goods it offers for sale, 
delivery, sales service, and parking fa- 
cilities. The total goods and service 
mix should be so integrated that it will 
tie in with the store’s own marketing. 
goals. For example, if the image of 
the store is one of high quality then 
the customer lines offered, the price 
lines offered, and the types of service 
offered should be such that they will 
blend in with this concept, rather than 
clash with it. 

The Puystcat DistrisuTion Mrx 
essentially has two components: a 
channels of distribution component and 
a physical distribution component. The 
channels of distribution component is 
concerned with the number and type 
of retail outlets that comprise the total 
retailing complex. For example, the 
number and type of branch stores that 
are part of the retail enterprise, and the 
types of suburban stores that are 
members of the organization, are part 
of the mix. The physical distribution 
part of the distribution mix is con- 
cerned with integrating the warehous- 
ing, handling, and transporting of 
goods. It is evident, therefore, that 
the distribution mix is concerned with 
such factors as store location, the estab- 
lishment of distribution centers, break- 
ing bulk, warehousing, transporting, 
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physically handling the goods, and 
packing them. This group of activities 
has been traditionally grouped under 
the authority of an operations manager 
or a store operations manager. 

The ComMUNICATIONS Mix is the 
third sub-mix. The retailer is sepa- 
rated in time and space from the ulti- 
mate consumer, He attempts to over- 
come these barriers by obtaining in- 
formation about the market and by 
communicating information to it. The 


SERy 
'¢ 
& 


PARKING 
SALES SERVICE 
VARIETY AND ASSORTMENT 
CUSTOMER SERVICES 
CREDIT 


PRICE LINES 
GUARANTEES AND EXCHANGES 
ALTERATIONS AND ADJUSTMENTS 
STORE IMAGE 
DELIVERY 





JOURNAL OF RETAILING 




















TRANSPORTATION 
HANOLING GOODS 
PACKING 






provision of information about the re- 
tail store and the goods and services 
available for sale constitute the crux of 
the communications mix. The retailer 
has a variety of tools for communicat- 
ing with the market place. Included 
among these tools ai> personal selling, 
advertising, window displays, internal 
displays, public relations efforts, store 
layouts, catalogues, and telephone sales. 

The communications mix is ex- 
tremely important in adjusting the 
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goods and services that are offered for 
sale to consumer demand. It can con- 
vince consumers that the retail store’s 
program is primarily satisfactory to the 
consumer. The communications mix 
should be such that it ties in with the 
image and reputation of the store and 
the goods that are offered for sale. 

It should be noted that the consumer 
is separated in Chart II from the retail 
program. A gap exists that must be 
bridged by the total retailing mix. Here 
marketing research helps management 
to adjust the mix and become aware of 
future trends in order to plan and make 
rational decisions. As retail organiza- 
tions grow larger, develop more 
branches, and become more decentral- 
ized, the existing gap between top re- 
tail management and consumers be- 
comes wider. Therefore, more perti- 


nent and readily available marketing 
information becomes a requisite for 
proper programming and control of 
retailing effort. 


The Retail Management System 


Planning an optimal retailing mix 
involves viewing a retailing operation 
as an integrated action system affected 
by both internal and external forces. 
The success of a retail system depends 
not only on proper selection of each 
element and sub-mix but on the inter- 
action between them. 

The retail management system can 
be perceived as an input-output system. 
All of the ingredients of the retailing 
mix may be viewed as the inputs which 
flow through the retail organization and 
attain the outputs realized by the retail- 
ing organization. Hopefully, the out- 
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puts achieved match the accepted objec- 
tives of the organization. The response 
of consumers in the market place ulti- 
mately determines whether or not the 
store actually achieves its objectives, or 
the outputs planned by the prog zam- 
mer. In this sense, consumers hold 
the veto power over the entire retail 
system. 

The retail management system, as an 


organization, has been studied in vari- 


ous books and research studies. It is 
composed of various levels of “depart- 
mental” managers. In Chart III, five 
levels are depicted from the actual sell- 
ing department to top management. 


‘The department manager is concerned 
-with management and cultivation of a 
‘particular market area. He is immedi- 


ately concerned with selling and sales 
tactics. The group manager co-ordi- 
nates the departmental marketing effort 


.of several departments. Therefore, his 
‘is an integrative function to alleviate 


dysfunctioning between the depart- 
ments. The division manager has a 
higher-level integrative point of view 
and is concerned with co-ordinating the 
store marketing effort with the market- 
ing effort of a number of departments. 
The merchandise manager is more con- 
cerned with integrated corporate policy 
and action as it relates to the total 
marketing effort within the store. Top 
management, of course, is concerned 
with the broader corporate issues in- 
cluding store adjustment to non-con- 
trollable environmental forces. 

The consumer reactions to the re- 
tailing mix determine the profits that 
are achieved by the organization, its 
volume, its share of market, its image 
as an industry leader, its status in 
the community, and the degree of 
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channel control that retail management 
earns. If the proper planning has 
taken place, the outputs that are 
achieved through consumer behavior 
will be in line with the retailing objec- 
tives originally planned by management. 
If this alignment does not occur, then 
retail management has three alterna- 
tives: 


1. Alter the objectives of the retail 
organization, 

2. Adjust the retailing mix 

3. Combine the two 


The systems view also has implica- 
tions for manufacturers who are con- 
cerned with developing a retailing- 
customer orientation. The systems 
view of retail planning and manage- 
ment is more likely to foster a genuine 
customer-retailer orientation by manu- 
facturers than the product or process 
orientation typical of many manufac- 
turers selling through retailers today. 


Conclusion 


The marketing management ap- 
proach assigns high importance to 


planning. This philosophy of business, 
when applied to retail operations, re- 
quires that retail managements place 
heavy emphasis on planning and devel- 
oping a total retailing strategy. Onl: 
then will they program a retailing mix 
which achieves predetermined objec- 
tives. 

Sound retail planning, in other 
words, becomes the basis for develop- 
ing co-ordinated and goal-directed sys- 
tems of retail action. Fundamentally 
the main functions of retailing leader- 
ship are similar to those of other busi- 
ness areas. Retail management must 
plan, organize, actuate, and control 
market and customer-related factors to 
achieve clearly defined market and or- 
ganization objectives. They must view 
their retailing operations as a total 
system of action comprised of the goods 
and services, communication and distri- 
bution mixes, geared to the satisfaction 
of consumers’ wants and needs, and be 
willing to adjust quickly to the demands 
of market change. Only through such 
enlargement of perspective can the 
profit thrust of a retail organization be 
maximized. 





From the Union Station in Washington a man took a taxi to the 
offices of the Small Business Administration. A short while later he 
came out and found the same taxi waiting. He entered, and the 


driver started off immediately. 


“But I haven’t told you where I want to go,” the man said. 

“Senate Office Building,” said the cabby. 

“That's right, but how did you know? asked the visitor. 

“Well,” the cabby explained, “whenever I take a fare to the Small 
Business Administration, I know that the first thing he’ll want to do 


afterward is see his senator.” 


—Reprinted from the Reader's Digest 
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The Honor Roll in Retailing 
at New York University 


A Roster of America’s Retailing Leaders 


CHARLES M. EDWARDS, JR. 
Dean, New York University School of Retailing 





For more than thirty years the New 
York University School of Retailing 
has been honoring leaders in retailing 
from all parts of the country by con- 
ferring upon them honorary member- 
ship in the Alpha Chapter of the Eta 
Mu Pi Fraternity, the only fraternity 
of its kind in the field of retvsling. 
Founded in 1922 in the New York 
University School of Retailing, Eta 
Mu Pi has grown into a national or- 
ganization. 


Ben R. Gordon 





In keeping with the high standards 
to which it has adhered since its estab- 
lishment, the Aipha Chapter granis 
honorary membership only to those 
who have made noteworthy contribu- 
tions to the ethics, the science, and the 
practice of retailing. 

When it awards honorary member- 
ships to men and women of outstanding 
accor plishment in retailing, the Alpha 
Chapter presents to the recipients writ- 
ten citations that summarize some of 
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the major facts about their achieve- 
ments. In the belief that the careers 
of these distinguished merchants will 
prove interesting and inspiring to its 
readers, the JoURNAL OF RETAILING 
publishes one or more of these citations 
in each issue. The purpose is twofold: 
(1) to call well-deserved, wider atten- 
tion to the attainments of some of the 
foremost business leaders of our day, 
and (2) to provide a cumulative source 
of information about retailers for ref- 
erence purposes. 

Chosen for recognition in this is- 
sue 1s: 


Ben R. Gordon 


By correlating the science of engi- 
neering and the art of merchandising, 
Ben R. Gordon gave evidence while 
still in college of achieving certain suc- 
cess in his chosen field. Born into a 
Southern retailing family, he studied 
industrial engineering at Georgia Tech. 
For his college thesis in 1925, he made 
a survey of the buyer’s job at Rich’s in 
Atlanta, applying a new, analytical ap- 
proach to an old problem. Because his 
findings and recommendations were so 
astute and so practical, he was invited 
to join Rich’s in a made-to-order job 
after he won his sheepskin. 

Moving from department to depart- 
ment, he critically examined all estab- 
lished procedures, often discarding 
those that had no reason to exist except 
tradition. He introduced new methods 
and effected new economies. As one of 
his pioneering moves, he inaugurated a 
system of merchandise classifications 
throughout the store, a wholly new con- 


cept then, which since has been uni- 
versally adopted. By 1955, he had risen 
to the triumvirate that directed Rich’s 
to its present position of dominance in 
the South. That same year, indicative 
of the nation-wide reputation that he 
had attained, he was pictured on the 
cover of Business Week. 

In 1958, after he was selected to head 
Stern Brothers, Ben Gordon again 
demonstrated his belief in the value of 
higher education in the development of 
executives. Faced with the task of 
building a new dynamic management 
team at Stern’s, he charted a bold 
course by bringing the campus to the 
store. He proposed to the School of 
Retailing that it conduct an accelerated 
series of seminars for his buyers. To 
experience, he suggested the reinforce- 
ment of rationale; to the routines of 
“what” and “how,” the logic of “why.” 
Through four successful seminars to 
date, Ben Gordon has set a new pat- 
tern and a new standard for industry- 
university co-operation. 

Tn the dual role of President of 
Stern Brothers and Vice-President of 
the Allied Stores Corporation, Mr. 
Gordon continues to solve the complex 
problems of retailing with the precise 
perception and the creative imagination 
which have characterized his career. 
For his own conspicuous accomplish- 
ments and for his inspiration and assist- 
ance to others, as industrial engineer, 
corporate executive, and ingenious in- 
novator, we are happy to acknowledge 
his resourceful leadership by bestow- 
ing upon him an honorary membership 
in the Alpha Chapter of the Eta Mu Pi 
Fraternity. 








Book Notes 


Advertising Methods and Media, by 
Walter A Gaw. San Francisco: 
Wadsworth Publijhing Company, 
Inc., 1961, xv plus 460 pages. 
$7.95. 


This handsomely produced volume offers 
readers an introduction to, and insight into, 
the buying and use of advertising in the mar- 
keting of goods and services. By dividing the 
book into two parts, the author has taken two 
separate but complementary approaches. 

The first section, “Advertising Methods,” 
explains the fundamental principles: the 
“why” of advertising research, identification 
devices, packaging, visualization, layout, copy, 
production, and organization of advertising 
agencies and associations. The second sec- 
tion, “Advertising Media,” offers an up-to- 
date discussion of the problems of media se- 
lection and use. There is a “how to” section 
that includes: auditing and rating groups, 
such as the publishers of Standard Rate and 
Data; the campaign concept; evaluation of 
newspapers, Sunday supplements, consumer 
magazines, radio, television, and various other 
forms of advertising such as direct mail, out- 
door, transportation, screen, and point-of- 
purchase. 

The numerous illustrations and explanatory 
charts are reproduced with unusual clarity 
and crispness. Many of these are award win- 
ners from leading agencies. 

Walter A. Gaw is supervisor of the under- 
graduate and graduate division of advertising 
at the Bernard M. Baruch School of Business 
and Public Administration, College of the 
City of New York. Among various consult- 
ing positions, he served for ten years as Re- 
search Director of the Committee on Con- 
sumer Relations in Advertising. 


Cart F. Lesow1tz 


Directory of Shopping Centers in the 
United States and Canada, Vol. 
IV, 1961 edition. Chicago, Illinois: 
The National Research Bureau, 
Inc., 1961, 519 pages. $25.00. 


Information on 31,421 tenant stores in 3,976 
shopping centers is contained in this direc- 
tory. In addition, there is a section on per- 
sonnel connected with shopping center devel- 
opment and operation. There is also a section 
on 10,000 chain stores located in centers. 

In a foreword to the 1961 edition, J. H. 
Pearlstone, Jr., president, International Coun- 
cil of Shopping Centers, Inc., notes that more 
than 25 per cent of the country’s retail trade, 
exclusive of automobile sales, is carried on 
today in about 4,000 shopping centers. Within 
the next decade, he estimates, as shopping 
centers expand and increase to 10,000 or 
more, 60 per cent of all retail business will 
be done in shopping centers. 


HERMAN RADOLF 


An Introduction to Electronic Data 
Processing, by Roger Nett and 
Stanley A. Hetzler. Chicago, IIli- 
nois: The Free Press of Glencoe, 
Illinois, 1959, 287 pages. $6.75. 


This book has been written, not only for 
the mathematician or the computer engineer, 
but for the industrialist, commercialist, ad- 
ministrator, and general reader who wishes 
to know more about the computer and how it 
will shape the business community in which 
he lives. 

Scientists and administrators will find here 
an introduction to a new way of thinking and 
a new mode of procedure. Every day these 
render numerous operations outmoded and 
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uneconomical. They also provide daily in- 
formation that previously could not be gotten 
fast enough, or not at all. 

An Introduction to Electronic Data Proc- 
essing encompasses no lengthy technical 
computer concepts. It is a clearly written 
description of the technology, the techniques, 
the economy, and the personnel problems of 
computer research. 

Chapter one states that the high-speed elec- 
tronic computer is a continuation of the same 
tradition that produced the early stages of 
the Industrial Revolution, Following this is 
a description of the progress of automation, 
tracing the carefully defined steps which led 
up to the present time. Interestingly enough, 
these show inductively that the automatic 
computer was a perfectly natural step in the 
chain of automation development. Finally, 
this chapter contains a brief history of the 
computer itself. 

Chapter two embodies detailed descriptions 
of the types, principles, and functions of each 
major component for both analog and dig- 
ital computers. 

Chapter three explains the language of the 
computer in the first section. It then de- 
scribes the basic nature of programming for 
the computer. 

Chapter four describes, in a rudimentary 
way, the “electronic principle” of the com- 
puter and the machine logic in the use of this 
principle. 

Chapters five and six describe the range of 
uses of electronic data processing systems in 
both science and industry. 

Chapters seven and eight are concerned 
with the problems of personnel organization 
for an electronic data processing systems pro- 
gram. 

An Appendix describes available computer 
equipment. 


Rosert J. RoBICHAUD 


The Management of Corporate Capital, 
edited by Ezra Solomon: Chicago, 
Illinois: The Free Press of Glen- 
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coe, Illinois, 1959, 327 ages. 
$7.50. ™ 


Managing corporation capital has become 
a subject of great interest to both the aca- 
demic and practical executive. This book, un- 
der the editorship of Ezra Solomon, has col- 
lected the most important essays dealing with 
the management of corporate capital. Eight 
essays on “Measuring Investment Worth” 
will be of value to retailers who have been 
experimenting with the use of return on in- 
vestment as a basis of measuring managerial 
competence. 

Mr. Solomon is a professor of finance at 
the University of Chicago. 


Davin J. RACHMAN 


Mathematical Methods of Operations 
Research, by Thomas L. Saaty. 
New York: McGraw-Hill Book 
Company, Inc., 1959, 421 pages. 
$10.00. 


Operations research, the scientific approach 
to operational problems for the greater ful- 
fillment of objectives, is a parallel develop- 
ment to an increased realization of the useful- 
ness of staff planning and analysis functions. 
The implementation of these functions, under 
the name of operations research or otherwise, 
has led to rapid development of new method- 
ology and application of old methods to new 
problems. 

The book concentrates more on methods 
of operations research than on case histories. 
To understand it requires some understanding 
of advanced calculus and a_ rudimentary 
knowledge of matrix theory. 

Chapters one to four provide some back- 
ground material and mathematical models to 
illustrate how the need for such tools arises. 
Optimization, a problem occurring frequently 
in operations research, is treated with con- 
siderable care and detail in chapter five. 
Chapters six and seven, “Linear and Quad- 
ratic Programming” and the “Theory of 
Games,” are also directly related to the prob- 
lem of optimization. Probability and statis- 
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tics, are covered in chapters eight to eleven, 
providing needed background for the later 
chapters on applications. 

The final chapter, “Some Thoughts on 
Creativity,” is a stimulating experience for 
the reader interested in creative thought, but 
not trained in higher mathematics or the 
methods of statistical research. This “essay,” 
as it is labeled, might well have been pub- 
lished as a separate short volume. 

In the broad sense, the author says, “all 
man’s creative activities may be regarded as 
attempts at solving problems. Creativity is 
that element of the human personality which 
provides direction. It supplies ideas which 
are ‘autocatalytic,’ by creating the atmos- 
phere for the generation and expansion of 
other ideas. Creative ideas are ‘pregnant’ 
ideas.” Explored in this chapter are: early 
methods of training for creative thought, the 
dangers of overspecialization, avoidance of 
the “single-solution” approach, the need for 
early motivation of the child to independent 
thought, and the continued motivation of the 
adult by adequate rewards in his society. 
Also explored is the relation of creativity to 
degree of intelligence, to mental discipline, 
and to initial stages of “brainstorming.” To 
some retailers, particularly those in top 
management, advertising, or creative mer- 
chandising divisions, the book may be of 
interest for this chapter alone, as well as 
for the long list ot references it contains on 
creativity. 

Thomas L. Saaty is associated with the 
office of Naval Research, London. 


Rosert J. RopicHaup 


Modern Retail Security, by S. J. Curtis. 
Springfield, Illinois: Charles C. 
Thomas, Publisher, 1960, 1,100 


pages. $25.00. 


This is an encyclopedic work on how to 
operate a modern security department. It 
explores many problems in detail and sug- 
gests many new techniques, in its 1,100 pages, 
plus supplements. 


The volume is divided into three books. 
Book One deals with “Detection,” including 
chapters on shoplifting, dishonest employees, 
imposters, etc. Book Two deals with “Pre- 
vention,” including chapters by such outstand- 
ing authorities as Dr. Karl Menninger, Peter 
Zimmerman, John Paynter, Dr. Fabian L. 
Rouke, and others. Book Three deals with 
“Job Descriptions—Manuals—and Surveys.” 
This section contains sample forms, sugges- 
tions for filing systems, etc. There is a com- 
plete do-it-yourself kit, as designed by an 
expert. 

A work like this has been needed for a 
long time. Many stores tend to be ashamed 
of their need for a security department, as if 
it might somehow reflect on their employees 
and customers. They either refuse to recog- 
nize the problem or discuss it in private con- 
versations with fear and awe. 

More recently, however, many of the big 
stores have faced the problem squarely and 
decided to handle it “scientifically.” That is, 
they have engaged “professionals” to handle 
security departments instead of turning them 
over to retired policemen (at bargain rates) 
or assigning them as an extra duty to an 
already overburdened store manager. The 
author, Mr. Curtis, is an outstanding ex- 
ample of the new type of security manager, 
the true “professional.” His book is an out- 
growth of many years of practical experi- 
ence, formerly at Lord and Taylor, New 
York City, and currently as security super- 
intendent of the J. L. Hudson Company, De- 
troit. Mr. Curtis has also been a lecturer 
at Wayne State University and a guest lec- 
turer at New York University. 

The scope of this book is indicated by the 
fact that it incorporates over fifty control 
systems, plus a valuable legal manual for 
reference. It is written simply and clearly, 
with little embellishment except where Mr. 
Curtis crusades for a pet theory, such as his 
sponsorship of the Pathometer. 

This book will be helpful as a reference 
guide for every large store. For stores that 
have no “professional” security departments, 
it is a “must.” 


BERNARD W. SMITH 
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The Quality and Economic Significance 
of Anticipations Data, a report of 
a Conference of the Universities 
National Bureau Committee for 
Economic Research. Princeton, 
New Jersey: Princeton University 
Press, 1960, xi plus 446 pages. 
$9.00. 


This book is composed of papers presented 
to a conference of both business and aca- 
demic economists in 1957. The purpose was 
to discuss the growing new profession de- 
voted to anticipations data or surveys of 
investment intentions and consumer inten- 
tions. 

The most important discussions revolved 
around the Securities Exchange ‘ommission, 
the National Industrial Conference Board, 
and the McGraw-Hill surveys of capital ex- 
penditures and appropriations. The Survey 
Research Center and the Federal Reserve 
Study (though now separate surveys) were 
also examined in detail. 

From the retailer’s viewpoint, two interest- 
ing facts emerge from the collected papers. 
The first is that forecasting has become a 
highly complex and mathematical body of 
knowledge. The second is that retailing is not 
included in intentions surveys on capital ap- 
propriations. It seems that with the great 
increase in suburban plants retailers are be- 
coming more important factors in appropria- 
tions and should be included. 

Retailers who use national indexes will be 
particularly interested in the chapter by Ar- 
thur Okun, entitled “The Value of Anticipa- 
tions Data in Forecasting National Prod- 
ucts.” A sampling of other papers presented 
in the volume are: “Changes in Consumer 
Expectations and Their Origin,” by George 
Katona; “Consumer Attitudes: Their Influ- 
ence and Forecasting Value,” by Eva Muel- 
ler, and “The National Industrial Conference 
Board Survey of Capital Appropriations,” 
by Morris Cohen. ae ge 


Davin J. RACHMAN 
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Personal Deductions in the Federal In- 
come Tax, by C. Harry Kahn. 
Princeton, New Jersey ; Princeton 
University Press, 1960, xxiv plus 
237 pages. $5.00. 

As the title implies, Professor Kahn has 
made a study of the personal deductions re- 
ported on federal income taxes. Taxpayers 
have claimed more than 40 billion dollars of 
personal deductions ; that is, over 14 per cent 
of the income reported on tax returtis. 

Implied in this study, though not directly 
discussed by the author, is the fact that re- 
tailers have a great effect on the deductions 
claimed by taxpayers. As an example, in 
1956, over 54 billion dollars was claimed as 
the deduction for state and local taxes. 
Hence, the retail theory that taxes re- 
duce disposable income is somewhat weak- 
ened. By claiming state and local taxes as a 
deduction, consumers do receive tax refunds 
and hence increase their disposable income. 

Interest payments, which have increased 
as a personal deduction item from 1.3 billion 
in 1945 to 8.5 billion in 1956, is another 
area greatly influenced by retail sales. 
Though a substantial part of the interest pay- 
ment deductions are due to the increase in 
home ownership, a substantial amount can be 
traced to installment purchases, especially of 
durable goods. Also, since many home mort- 
gages include the furnishings and appliances, 
the retailer again has had strong influence 
in the taxpayer’s personal deductions. 

With the advent of the new administration, 
businessmen interested in some new economic 
policy will find in this book many areas to 
consider in formulating their ideas on a re- 
vised tax program. 

Davin J. RACHMAN 


The Powerful Consumer, by George 
Katona. New York: McGraw- 
Hill Book Company, Inc., 1960, 
ix plus 276 pages. $6.50. 

Dr. Katona has written a book that gives 
any reader an insight into the American 
consumer. The book contains a generous 
helping of past discussions in publications by 
Dr. Katona, plus additional material previ- 
ously unavailable. 
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Dr. Katona has been criticized on all sides 
for his psychological studies of the Ameri- 
can consumer. In fact, in the new Federal 
Reserve Board study of consumer intentions 
(patterned after his original work for the 
Michigan Survey Research Center), his psy- 
chological approach to determining the eco- 
nomic moods of the customer has been 
amazingly ignored. 

Katona has long protested the use of 
questions about “intention to buy” without 
ascertaining the economic mood of the con- 
sumer. He combines his direct questions on 
“intent-to-buy” with views of the interviewee 
on the state of business generally, on his own 
personal finances, and on a comparison of his 
position last year with his position today. On 
the basis of such accumulated data, he be- 
lieves that economists will be able to fore- 
cast business conditions for a year ahead, as 
well as acquire a composite picture of the 
consumer. 

Katona also “tosses his hat in the ring” 
to explore the question, “Is the consumer 
rational in his buying behavior?” His answer : 
“As consumers, we are all human beings, in- 
fluenced by past attitudes, habits, and emo- 
tions in our desires and in our selections. 
When necessity dictates or opportunity beck- 
ons, however, we will—to the best of our 
ability—deliberate and make careful, cor- 
scious choices, or decisions. Sometimes this 
deliberating, choosing ability can take strange 
forms. For instance, we may buy on the 
installment plan and pay high interest rates 
even though we may have access to cash. 
Though seemingly irrational, this behavior 
makes sense to the consumer who has long 
operated under the unconscious assumption 
that he cannot save unless he is under pres- 
sure.” 

Katona’s analysis of the demand for hous- 
ing is quite pertinent in today’s depressed 
housing market. His comments bring to 
mind the various economic forecasts for the 
coming year, based on “easy credit” possibili- 
ties and increased household formation. On 
this point, he concludes sagely, “Housing 
demand is not a function of income, interest 
rates, and household formation alone.” He 
then discusses various types of positive at- 
traction and levels of aspiration. 


‘Katona discusses the often ignored effect 
of the group on purchases, particularly of 
durable goods. He cites many studies that 
have shown the strong influence of groups 
of friends, relatives, and neighbors on pur- 
chasing habits. This influence may also be 
extended to the selection of which store to 
patronize. Such group influence can be even 
stronger than advertising, he suggests. Small 
retailers will ignore this all-too-human tend- 
ency at considerable risk. 

Family purchases are discussed in relation 
to different stages in the life cycle. Striking 
differences are shown in the amount of in- 
stallment debt incurred by families at various 
stages, and the description fits the bell-shaped 
curve. Particular attention is paid also to 
age groups of children from under age five 
to nineteen. 

The composite consumer attitude toward 
the depression of the thirties, Katona says, 
is that “it can never happen again.” Because 
the consumer recognizes the role of govern- 
ment in economic affairs, and thus has little 
fear of a prolonged depression, he is not 
afraid of spending. This attitude in itself 
influences what he chooses to regard as his 
discretionary purchasing power. 

“Big business” seems to have a generally 
high rating in consumer attitudes. As shown 
in Katona’s composite portrait, the consumer 
favors purchasing from large chains, hopes 
that his children can work for large chains, 
and approves of competition among retailers 
(though Congress has sometimes disap- 
proved). As for price increases of the past, 
he believes that profiteering was less of a 
factor than rising labor costs and increased 
demand for goods. (The implication here 
may be that the rational consumer is some- 
times a better economist than are some of 
his more technically trained brethren.) 

Katona does not accept overproduction 
as a “fact of life” in the automobile industry. 
He points out the possibility of the two-car 
market. He hints at “selling transportation, 
not cars” as a logical marketing goal. 

Another important discussion covers the 
economic policy of creeping inflation. From 
the information at hand, it seems that though 
the policy may cause many problems, it may 
also have a beneficial side. By this, he means 
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that the rising costs should force consumer 
incomes up also. Without advocating this 
rclicy completely, Katona points out that the 
opposite anti-inflationary measures, such as 
credit restrictions, higher interest rates, and 
tax increases effect change so slowly that 
they may not coincide with the consumer 
facts of life when the results appear. He 
implies that when considering a government 
policy change, it is imperative to understand 
the consumer. 

Research purists may complain about the 
wording of some of the questions proposed to 
the consumer, such as “How do you feel 
about your present income....Do you 
think it is about what you ought to be 
getting or not.” (See page 181.) Still, they 
cannot dispute the fact that Dr. Katona 
knows more about the American consumer 
than does any marketing man today. 


Davip J. RACHMAN 


The Spenders—W here and Why Your 
Money Goes, by Steuart Hender- 
son Britt. New York: McGraw- 
Hill Book Company, Inc., 1960. 
$4.95. 


The Spenders, written by Dr. S. H. Britt, 
professor of marketing and advertising, 
Northwestern University, is a long-needed 
answer to the school of thinking exemplified 
by Vance Packard’s The Waste Makers. The 
premise of the book can be illustrated by this 
quote, “There is a school of thought popular 
among certain intellectuals that goes like 
this: advertising and selling are pretty nasty 
because they force people to buy things that 
they do not need. This is double nonsense.” 

It is double nonsense because, in the first 
place, no advertising or selling has ever 
forced you or any other consumer to do any- 
thing you didn’t want to do. You have free- 
dom of choice. In the second place, to say 
that you buy things that you do not need is 
also nonsense. The people who say this usu- 
ally confuse needs and wants. 

Our economy and standard of living, as 
Dr. Britt points out, are dependent on the 
consuming power of the public. The author 
quotes Paul Mazun, who states in The Stand- 
ards We Raise, “When purchasing power is 
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not being converted into purchases at a rate 
equivalent to production, the economy is 
headed for a period of hesitancy, recession, 
or even depression.” 

The book then considers the motives, needs, 
and wants of the consumer; the role of re- 
search; the influence of women consumers ; 
and the marketing patterns of tomorrow. 
Most illuminating is the analysis of consumer 
expenditures, as shown by the Life study. 
One conclusion the author reaches is this: 
“In a very broad sense, we can almost say 
that there are no great ‘class markets’ in the 
United States any more.” Later, Dr. Britt 
indicates hesitantly that “certain products 
show a special sensitivity to household char- 
acteristics, such as income or education. But 
even for products which are most sensitive 
to these characteristics, the majority of ex- 
penditures come in every case from the vast 
middle majority of the market.” H 

Although this book may not contain |much 
that is new to the marketing expert, it should 
be read by all engaged in dealing with the 
consumer. For it contains an excellent sum- 
mary of current thinking on the role of the 
consumer as “king.” 

Bernarp W. SMITH 


Trends in Government Financing, by 
Morris A. Copeland. Princeton, 
New Jersey: Princeton Univer- 
sity Press, 1961, xvi plus 210 
pages. $5.00. 


This scholarly monograph, written by Pro- 
fessor Copeland for the National Bureau of 
Economic Research, a private organization, 
analyzes the factors responsible for the long- 
term rise in government indebtedness at the 
federal, state, and local levels. War expendi- 
tures are found to be the most important 
single cause of the increase in the federal 
debt, with government countercyclical policy 
the second most important factor. Included 
under the latter are direct federal relief, un- 
employment compensation benefits, work re- 
lief payrolls, veterans pensions, etc. 

Professor Copeland found that at the end 
of 1954, more than 90 per cent of the federal 
net debt had been incurred during war emer- 
gencies, while nearly all the rest of it was 
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the result of the countercyclical deficits of the 
1930's. Secondly, the increase in state and 
local debts was largely the result of the tech- 
nological revolution that has been shaping 
our complex, highly urbanized society. 

Now what of his projections for the future 
—projections which concern the retailer par- 
ticularly in their effect on price levels, mini- 
mum wage laws, and taxes. 

On the basis of past trends, Professor Cope- 
land makes two predictions. First, more and 
more of the functions now performed by state 
and local governments will probably be 
financed in the future by federal grants-in- 
aid. Second, prospects for debt reduction 
are dim. According to this study, the com- 
bination of pressures upon governments to 
assume an increasing number of functions, 
and the widespread resistance to higher levels 
of taxation, will prevent much scaling down 
of present government debts. Whether or not 
these debts will increase, Professor Copeland 
concludes, depends largely upon the likeli- 
hood of future depressions, on the one hand, 
and the international situation, on the other. 

To the retailer, these findings and predic- 
tions have several implications : 

1. There is little likelihood of deflationary 
trends as a result of political action to reduce 
the size of the public debt. 

2. Because of the high interest costs that 
governmental agencies must bear, there is 
little hope for a reduction in taxes. 

3. These high interest costs will probably 
be a retarding influence on the reduction of 
prices. 

In summary, as the size of the debt rises 
and as taxes rise, the more of a price stabiliz- 
ing influence does the debt become. Thus re- 
tailers can expect minimal fluctuations in 
price. 

A significant prediction, too, is that the 
total public debt will continue to be more 
concentrated in the Federal Government. 
Over the past two decades the percentage 
growth in the debt has been higher among 
the states and municipalities. Professor Cope- 
land’s findings lead him to the conclusion 
that these groups have borrowed close to their 
limits while the demands on them for funds 
have continued to rise. He thus predicts fed- 
eral aid in areas previously not considered, 


paralleled of course by a slowing down of the 
rapid growth rate in local debts. 

Dr. Copeland is professor of economics at 
Cornell University and a member of the 
research staff at the National Bureau of Eco- 
nomic Research. 


Frep I. WEBER, JR. 


Consumer Efficiency 
(Continued from page 12) 


ing easier, and relaxes the close 
timing ties between making pur- 
chases and receipt of paychecks. 
The importance of credit is shown 
by the fact that many high-priced 
neighborhood grocery stores sur- 
vive solely because they allow 
hard-pressed customers to use 
charge accounts. 

5. She can establish credit applicable 
to many merchandise lines by 
setting up a single charge account, 
thus markedly reducing the dif- 
ficulty of obtaining such broad 
credit. 


From the retailer’s point of view, 
such a center offers possibilities for 
extremely high-volume operations pre- 
cisely because it gives consumers these 
added efficiencies. Furthermore, uni- 
fied operation allows economies of scale 
in regard to management, purchasing, 
and other functions, especially if such 
units are part of a chain with many 
similar outlets. Thus, from the re- 
tailer’s view, consolidated operation of 
several lines is the chief economy of 
stich outlets. The disadvantage of the 
additional cost involved in unified credit 
may be offset by drawing more cus- 
tomers into the consolidated unit. 
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Summary 


Briefly, the theory of consumer effi- 
ciency states that retail trends move 
in whatever directions increase the 
shopping efficiency of the average 
buyer. Naturally, these trends are also 
influenced by other factors, but con- 
sumer efficiency is a paramount con- 
sideration. This theory fits perfectly 
with developments in retailing since 
World War II, and also points the way 
toward the following tuture changes: 


1. Large units offering convenience 
goods and soft goods, houseware, 
hardware, and appliances at dis- 
count prices, all under one roof 
and one ownership (or at least 
one management). 

2. Use of credit in such units for 
all types of goods under a unified 
accourit system with low carrying 
chargvs. 

3. Continuation of trends toward 
self-service, high-volume outlets, 
and large free parking areas. 


The fact that all of these develop- 
ments have begun to appear in widely 
scattered areas in the recent past and 
are rapidly spreading throughout the 
country tends to verify the useful- 
ness of this theory as an aid to retail 
analysis. 


Price Variations 
(Continued from page 16) 

of nondiscount dealers. The magnitude 
of price differentials today between 
discount houses and other dealers is 
not substantial. It indicates that other 
retailers throughout the country have 
met the challenge of the discount house. 

It is reasonable to assume that re- 
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tailers selling washing machines follow 
similar pricing policies on other goods 
which they handle. The findings for 
this study could probably be applied 
to a wide range of consumer durables. 
Since many discount houses have 
added, or specialize in, soft lines, it 
would be interesting “1 study price 
differences in this field. 

The higher discounts in New York 
and Chicago might be explained in 
terms of city size, on the assumption 
that greater competition has forced 
prices down. All other cities except 
Cleveland varied, on the average, less 
than 1.5 per cent (23.4 per cent for 
Denver and 24.7 per cent for St. 
Louis). There does not appear to be 
a logical reason for the higher prices 
found in Cleveland. 

Retailers have watched the discount 
house become a successful marketing 
institution, despite the efforts of some 
to obliterate it. The prediction that it 
would compel many retailers to go out 
of business or to drop certain lines has 
not proved true. The discount house 
undoubtedly has forced some inefficient 
operators out of business, but most re- 
tailers have examined their pricing and 
service structure, and adjusted it ac- 
cordingly. In most cases they now 
charge more realistic prices and have 
eliminated or modified services to 
become more competitive. Discount 
houses, on the other hand, have had 
to add some service and costs in the 
form of better showrooms and more 
expensive locations. 

The discount house has had an im- 
portant impact on retailing, just as the 
supermarket and other “cut-price” 
stores have had in the past. In each 
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case, retailing has become sire efficient 
as a result of the entry of a new trend 
in marketing philosophy. Undoubt- 
edly, in the future, other “new” retail- 
ing institutions will invade the market. 
Many retailers will resist the entry of 
these “revolutionary” firms. The more 
efficient and successful merchants will 
profit from their entry, apply to their 
own businesses any new innovations 
they offer, and turn a temporary dis- 
advantage into a long-term benefit. 


Marketing in the Soviet Union 
(Continued from page 33) 


and thus there are similarities. Profit 
is an incentive in each of the countries. 
Channels of distribution are similar. As 
pointed out, there are institutional dif- 
ferences. 

The basic differences noted between 
marketing in the Soviet Union and in 
the Philippines and the United States 
have to do with (1/) State control and 
(2) selling effort. It is significant to 
note that the United States and the 
Philippines are- similar in these basic 
regards, contrasting to the Soviet way 
of life. The Philippines and the Soviet 
Union are somewhat similar in their 
standard of living. But in marketing, 
the extent of State control and the lack 
of promotional effort is characteristic 
of the Soviet Union, but not of either 
the Philippines or the United States. 

It will be most interesting for the 
student of marketing to watch the fu- 
ture development of the Soviet distri- 
bution system. If the USSR can catch 
up with United States production, will 
not the Soviet marketing policies un- 
dergo very substantial changes? Will 
not their system have to use more pro- 
motion? Will they not have more em- 
ployment in the trades? Will they not 


have difficult demand estimates to 
make? Will they not adopt many of the 
selling techniques as employed by busi- 
nessmen in the Philippines and the 
United States today? If marketing ex- 
perts from the USSR visit and study 
marketing in foreign countries, as they 
are now doing, will their distributive 
system not take on more of the char- 
acteristics of the Western world? They 
have borrowed our production tech- 
niques, they have copied our products ; 
when the time comes, will they not also 
borrow our marketing techniques? 


Advertising Predictions 
(Continued from page 24) 


These particular experiments were 
designed to study the short-term effects 
upon sales brought about by concen- 
trating advertising activity in a very 
short space of time with no account of 
specific competit‘ve reaction. Problems 
of optimal timing and optimal intensity 
of advertising activity could be studied 
by utilizing the results of these experi- 
ments and supplementing them with 
other kinds of experiments where 
necessary. 

These methods appear to be simple. 
The simplicity is deceptive. Two cases 
in point are the oscillating series in 
supermarket II and the level of aggre- 
gation problem in supermarket III. 
There is a mathematical procedure that 
can be used to study these characteris- 
tics in detail.?, There is real promise in 
such methods, a promise that should 
not be overlooked by alert manage- 
ments. 


2For example see Richard B. Maffei, ‘Mathe- 
matical Properties of Simple Markov Processes,” 
Business Forecasting: Theory and Practice Proj- 
ect, Research Memorandum, Massachusetts In- 
stitute of Technology, School of Industrial Manage- 
ment, Summer, 1959. “Brand Preferences and 
Simple Markov Processes,” Journal of the Opera- 
tions Research Society, May-June 1960. 
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